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California Enterprise Zone Program:
A Review and Analysis

The Assembly Committee on Jobs, Economic Developnaead the Economy (JEDE) is in
the middle of a comprehensive examination of thi@raia Enterprise Zone Program and
the other state programs related to geographitatheted economic development areas (G-
TEDAS).

It is the Committee's objective in undertaking tt@giew to provide Members of the
Legislature and the public with a more comprehensivderstanding of where the state's
resources are being expended and the value these ¢f expenditures have for local
communities. Given the current state of the econoinis imperative that the Legislature
ensure that economic and workforce developmentrarmg are best used to meet the
immediate and longer term economic recovery neétiecstate.

The Committee currently plans to hold three pub&arings between August 18 and October
17, 2009. Following these hearings, small stal@graineetings are planned for the latter
part of October and possibly into early Novembed@0A reform proposal is expected to be
sent to the Office of the California State LegisiatCounsel in early November 2009.
Copies of draft amendments will be available thiotiee JEDE Office in early December
2009. Legislation arising from these hearings,wilost likely, be heard in the first two
weeks of January 2010.

Throughout the hearing and consultation processwhite paper will be revised to
incorporate information presented to the Commiti@esummary of the first hearing is
available in Appendix HA copy of the white paper is available througé S#iDE Office or
on the JEDE website atww.assembly.ca.gov

California Enterprise Zone Program Defined

The current Enterprise Zone Program is the resutierging two related, but still separate,
public policy objectives: business development aiavestment in declining inner cities.
These dual purposes have resulted in the includianvariety of elements into a single
program. Given the changing nature of the econadinng/jmportant that the individual
business incentives and program guidelines be giesally reviewed, both separately and
collectively, to ensure that the purpose and ohjestof the overall program are being
achieved.

The premise of the program is layed out in legigaintent that states that "the health,
safety, and welfare of the people of Californidépendent upon the development, stability,
and expansion of private business, industry, amsheerce, and there are certain areas within
the state that are economically depressed dudattkaf investment by the private sector."
Statue then proceeds to state that the purpose @ dlifornia Enterprise Zone Program is to
"stimulate business and industrial growth in thprdesed areas of the state by relaxing
regulatory controls that impede private investnient.

! Section 7071 of the Government Code



Statute further provides that it is in the stabe'st economic interest to have an effective
enterprise zone program in order to help attratiim and expand business activity, as well
as create increased job opportunities.

During the course of the hearings and in the cdrdéthis white paper, Members will be
offered information and recommendations to ask&ttis assessing whether the

current program's purpose, designation processinaedtives accurately reflect the needs of
California communities, workers and businesses.

Possible Issues for Consideration

In undertaking an assessment of such a broad getotit policies it may be useful to divide
the program assessment into five programmatic apeagram purpose, program structure,
incentives, oversight, and evaluation. A prelinnynigst of issues has been developed and is
provided below.

Program Purpose

 Clarity of program's purpose;

« Consistency of program's purpose with implementatiols;

« Appropriateness of the program'’s purpose to the'staine economic regions; and
« Appropriateness of program's purpose to the cuattornia economy

Program Structure

* Role and capacity of the state and local entitesuccessfully administer the program;
» Transparency and appropriateness of the designatomess;

» Strategic selection of incentives, services anog@am activities; and

» Appropriate term of the program and individual praog elements.

Incentives

» Degree to which incentives address emerging inigigsand innovation;

» Ability of state and local community to access andcessfully apply incentives to attract
businesses;

» Degree to which the program is incorporated inkocalities' overall economic
development strategy; and

» Sufficiency of the program in linking workers, tnaig, and local jobs.

Oversight

» Overlaps and/or gaps in state agency responsaisiliti

* Adequacy and frequency of audits of G-TEDA and fieraies of incentives;

* Adequacy of longer term funding to cover oversiggtivities;

* Potential conflicts of interest;

» Sufficiency of information sharing by the threetstagencies and G-TEDA
administrators; and



« Consistency of oversight practices and methods thhpurpose of the intended purpose
of the program.

Evaluation

» Sufficiency of state and local agency performance;
» Consistency of evaluation criteria with the intethgieirpose of the program;

» Clarity and cost-effectiveness of performance rostio assess individual community
success, as well as the success of each incemniiviha overall program;

» Current year and future year costs, including carey liabilities.

Organization of this Paper

This paper is organized into three sections. Tisedection provides background on the
history and development of the G-TEDA programse $&cond section includes more
specific information on the G-TEDA programs, and third section begins to outline the
challenges in determining California’s return omastment from these programs.

Summaries of key information have also been inaudehe appendices for easy reference
including:

* Appendix A includes a map of California’s desigmnbéaterprise zones;

» Appendix B provides a chart with basic backgrourfdrimation on the programs;

* Appendix C includes a summary of key legislation;

* Appendix D offers a compilation of significant refs)

* Appendix E includes a description of all geographyctargeted economic development
areas;

* Appendix F and G have charts of the different inives that are offered by each state;

» Appendix H and | include the agenda and summaiy fitte August 18, 2009 hearing;
and

* Appendix J provides a chart detailing possible nmafcmeasures previously presented by
stakeholders and other members of the public.



Section | - Background on Enterprise Zone Programs
This section provides background on the G-TEDA paotg, a short history of where
geographically targeting economic development itigea originated, and a survey of how
other states have implemented G-TEDA type programs.

California's G-TEDA Programs

Existing law authorizes the California Departmehousing and Community Development
(HCD) to designate up to 42 enterprise zones basedstatutory list of criteria related to
poverty and economic dislocation. In additionite Enterprise Zone Program, existing law
also authorizes the establishment of two Manufaauénhancement Areas (MEA), one
Targeted Tax Area (TTA), and eight Local Agencyidily Base Recovery Areas
(LAMBRA). Collectively, these business incentiveas are referred to as G-TEDASs.

The G-TEDA programs are based on the economiciptenthat targeting significant
incentives to lower income communities allows thes@munities to more effectively
compete for new businesses and retain existingnbsses, which results in increased tax
revenues, less reliance on social services, anerlpublic safety costs. Residents and
businesses also directly benefit from these mos&aswable economic conditions through
improved neighborhoods, business expansion, andrgsiion.

Under the G-TEDA programs, businesses and othé&resnbcated within the area are
eligible for a variety of local and state incentivd_ocal government incentives can include
subsidizing the cost of development, funding oted infrastructure improvements,
providing job training to prospective employeesestablishing streamlined processes for
obtaining permits. The state also offers a nunolb@rcentives, including tax credits, special
tax provisions, priority notification in the salésiate surplus lands, access to certain
Brownfield clean-up programs, and preferentialttresnt for state contracts.

Appendix A includes a map of the G-TEDAs and Appdhtias a chart with basic
information about the individual G-TEDAs, such las year they were designated and the
Assembly and Senate Districts in which they aratkxt

History of Enterprise Zones

The concept of using "enterprise zones" as a miearsldressing declining industrial areas

is generally attributed to the 1970's work of Pssfa Peter Hall, an urban planning professor
in Great Britain. Enterprise zones were desigoa@éplicate the conditions that supported
the rapid economic growth he had observed in ttez'ports" in Asia, such as Hong Kong,
Singapore and Taiwan.

The first true enterprise zone was establishedreatBritain in 1981 during the Margaret
United States. Ronald Reagan is considered tsteFfresidential proponent for the use of
enterprise zones and U.S. Congressmen Jack Kem¥{Rnd Robert Garcia (D-South
Bronx) introduced the first federal enterprise ztewslatiorf in 1981.

2 Senate Bill 1310 (Kemp-Garcia), 1981



Despite strong federal-level interest, enterprmees first took hold at the state-level with the
first program being established in 1983. These sieograms each included differing
selections of tax and program incentives refleatii/the unique economic policies of the
state. While most of the initial programs focusadattracting businesses, it has become
common for enterprise zones to also include empémrmelated incentives, childcare, and
other social programs.

The first Federal program was established in 1988nithe Federal Empowerment Zone
Program was created during the Clinton Adminisbrati The federal program built upon
many of the elements developed by the state pragrafey elements in the federal program
are a demonstration of readiness by a communiimtiertake a comprehensive economic
and community development strategy, the measureaigumbgress, and the leveraging of
other Federal resources to assist targeted comigsinit

Historically, enterprise zones have remained pahegaause of their dual goals of increasing
employment opportunities for low-income personblighted communities and creating
opportunities for businesses to reduce their ttxillties.

Other States with Enterprise Zone Programs

At least 37 other states have implemented entergose type programs. Their
administration and collection of incentives, howewary widely. Some states designate
geographic areas based on a competitive procdss, sihtes designate an indeterminate
number of zones based upon poverty and other siéstindicators. Some states limit the type
of businesses which are eligible for incentivebedd scale the incentives based on the
amount of job creation or private sector investnuamtributed by the business. Some
programs sunset, while others, similar to Califarimave no sunset.

The purposes for which the enterprise zone prograens created also varies. Some
programs are about attracting private capital, vbthers emphasize poverty alleviation.
Below are descriptions of five state enterpriseezprograms.

* Arizona Local governments apply annually for enterprsee designation, up to six
new zones designated on a competitive basis earh ¥#isting zones that reapply and
meet certain threshold criteria are consideredwalse Arizona currently has 26
enterprise zones. The primary objective of thedma Enterprise Zone Program is to
improve the economic conditions within areas ofgteate with high poverty or
unemployment rates. The program offers two tygdmenefits: income tax credit for
non-retail business and insurers that demonstra& imcrease in employment and a
property tax reduction for manufacturers and conezmaéprinting businesses.

An eligible employer may receive up to $3,000 ix ¢eedits over three years based on a
prescribed calculation for net new employees, alywaapped at a total of 200 first-year
tax credits. Eligible employers must pay wagesvataoprescribed minimum and cover
at least 50 percent of employee health care cbatscredits are required to be claimed
within six months of the close of the tax year inieh they are earned or the tax return is
filed, whichever comes first. A five-year reductim property taxes is available to
manufacturers and commercial printing businessestdd in zones that are either
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minority-owned, woman-owned, independently ownedy small business. The Arizona
Department of Commerce estimates this incentivaltes a 40 to 60 percent savings in
a business's property tax bill. The Arizona EntiegpZone Program is scheduled to
sunset on June 30, 2011

Florida Florida has 56 designated enterprise zonesjdimglj two federal Empowerment
Zones, three federal Enterprise Communities, 28 emterprise zones and 28 urban
enterprise zones. Enterprise zone designationsoanpetitively awarded for a term of
eight years. Local government applicants are redquo submit an economic
development strategy. At the local level an entsgzone is governed by an Enterprise
Zone Development Agency, which oversees the impheatien of the strategic plan.
The overall Florida Enterprise Zone Program sunse2§15.

Florida provides a 30 percent job tax credit famtzones and a 20 percent credit for
urban zones that a business can use to offsetribardg of monthly taxes due on wages
to new employees. Alternatively, a business caimth job credit of 30-45 percent
(rural) or 20-30 percent (urban) of wages paidew employees on their corporate taxes.
Florida also gives sales tax refunds on equipmedtoailding materials, property tax
exemptions, and a sales tax exemption on elegtpcitchases by businesses located in
an enterprise zone.

Oregon The purpose of the Oregon Enterprise Zone Pnogsdo help attract private
business investment to certain areas of the statécahelp resident businesses in those
areas reinvest and grow. Awarded on a competiasgss, there are currently 59
enterprise zones: 48 rural and 11 urban.

Incentives include a three-to-five year tax exeompfrom new capital investments in a
zone for such firms as manufacturers, processbipars and other operations that serve
businesses and for some types of headquartersafiraioters. In addition, certain zones
have special status as e-commerce zones, whesetddrgusinesses in these zones are
eligible to receive an income tax credit equal3g2rcent of that tax year's investment
cost in capital assets for operations relateddotelnic commerce. There is also an
enterprise zone-type exemption from property tarewind farms, biofuel production

and other eligible projects in a designated county.

Texas The Texas Enterprise Zone Program is marketedt@s| for communities that
wish to partner with the state in offering a confyanesive package of local and state tax
and regulatory benefits to new or expanding busiees economically distressed areas
of the state. Enterprise zones in Texas are datd on a non-competitive basis to
areas that meet minimum poverty criteria. Zonesbmdesignated for any census block
group with a poverty rate of 20 percent or morehilé/each enterprise zone is formally
designated for a seven-year term, the enterprise moautomatically continued if the
poverty rate for the census block group remairts above 20 percent.

Zone designation is not sufficient to receive gmige benefits. A business must apply
for and receive a nomination by the local jurisdictfor an Enterprise Project
designation. The nomination is then forwarded S3kate Office of Economic
Development which designates Enterprise Projddfsto a maximum of 65 projects are



competitively awarded over a two-year period basedapital investment and job
creation.

Once a business receives an Enterprise Projedraggn, the business is eligible to
receive local and state benefits for a five-yeaigoe Designated enterprise projects are
eligible to apply for state sales and use tax mfofup to $1.25 million on qualified
expenditures on equipment, building materials, @ntstruction labor. The level and
amount of refund is related to the level of capitabstment and jobs created at the site.
No benefits are allowed for moving existing jobsnfrone municipality to another.

* Virginia: Up to 50 enterprise zones can be designatedcomaetitive basis. Each zone
is designated for a 10-year term, with two fivetyedensions available.

Two grant-based incentives are available to busesebcated in an enterprise zone: the
Job Creation Grant and the Real Property Investi@eant. The Job Creation Grant
offers up to $800 per year, per employee, basati@memployee's wage rate. Retall,
personal service and food and beverage positianexaluded from the Job Creation
Grant. The Real Property Investment Grant providesip to $200,000 per building

over a five-year period, based on the value optioperty.

Appendix F includes a chart of all 39 states thé¢ma G-TEDA program. In Appendix G
there is a chart that provides more detailed infatimn on how different states have
structured their hiring credit programs.

The Future of Geographically-Based Programs

G-TEDA's have been used to address blighted amibetoally declining areas for nearly
three decades. The fundamental concepts haveneditie same: provide tax incentives
and regulatory relief to firms who are willing relte to areas facing certain economic
challenges. In turn, this new investment will fegubusiness growth, a more stable
economy and job opportunities.

There is, however, great variances in how the diffestate and federal programs have been
undertaken. Given the significant economic chamgdse global economy, there may be
changes that should be made in the California GApBgrams.



Section Il — The California Enterprise Zone Program

Building upon the general concepts developed irithesection, this section provides more
specific information regarding the California Emtese Zone Program, including
information on the its legislative history, destiop of the current zones, administration and
oversight requirements, and details of the competapplication process.

Leqgislative Context and History

The origins of California’s enterprise zones cahreugh enactment of two separate
programs in 1984 - the Enterprise Zone*std the Employment and Economic Incentive
Act”.

While seemingly similar, the Acts had differentedtjves, but were contingently acted prior
to being sent to the Governor for signature. ThieEprise Zone Act provided tax credits for
businesses, while the Employment and Economic theeAct provided benefits to
businesses that hired a certain number of residieintg in distressed areas.

The Enterprise Zone Act allowed for the creatiod@fenterprise zones. The Economic
Incentive Act allowed for the designation of nireographic program areasOnce
designated, there was no geographic overlap daintbeypes of designated areas.

Since the inception of these programs, the Calidokegislature has regularly heard bills to
increase the number of targeted areas, grant zesigréition time extensions, expand the
geographic size, and alter the tax benefits foeZmursinesses.

Perhaps one of the most significant changes tetpesgraphically-targeted programs
occurred in 1996. SB 2023 (Co$tapd AB 296 (Knight) merged the two Acts and
established the current Enterprise and EmploymeneAct. For the first time, the

enterprise zone program emphasized both tax in@nto businesses and the employment of
lower income individuals.

SB 2023 also authorized an enterprise zone to ekigiboundaries up to 15 percent of the
originally-designated size of the zone. In 1998, 2v98 (Machadd)authorized enterprise
zones measuring 13 square miles or less, at tleedfrtheir designation, to expand up to 20
percent of their original size. Provisions in botbasures, though passed in different years,
required zone boundaries to remain contiguousnc@ms were later raised that requiring
contiguous boundaries had resulted in illogicalig@ed zones and the inclusion of areas for
the sole purpose of connecting appropriate busidegslopment areas.

3 AB 40 (Nolan), Chapter 45, Statutes of 1984
* AB 514 (Waters), Chapter 44, Statues of 1984
® Government Code Section 7070 established the prodR@venue and Taxation Code Sections 17053.74 and
23622.7 govern the corporation and personal incaxeletails.
® SB 2023 (Costa), Chapter 955, Statutes of 1996
" AB 296 (Knight) Chapter 953, Statutes of 1996
8 AB 2798 (Machado), Chapter 323, Statues of 1998
8



In 2006, a comprehensive review of the 20-yeait®IGEDA programs was completed by
JEDE and the Assembly Committee on Revenue andtiidbaxand a second set of
significant reforms were passed. During the coofdeur months of hearings, the
Committees reviewed current and best practiceseckla designation, management and
monitoring, and use of business incentives aval#inough the G-TEDA programs. Among
other findings, the review determined that the pmots lacked sufficient internal controls
and oversight for programs so central to the staebnomic and workforce development
activities. Key reforms in the 2006 legislationcluded:

« Requiring enterprise zone applications be rankasgdan their economic development
strategy and implementation plan, including theeekto which the strategy: sets
reasonable and measurable benchmarks, goals, geudiwds; identifies local resources,
incentives, and programs; provides for the attoactif private investment; includes
regional and community-based partnerships; andeadds hiring and retention of
unemployed or underemployed residents or low-incorderiduals.

« Requiring G-TEDAs to biennially report to HCD orethprogress in meeting the goals
and objectives identified in their implementing meandum of understanding (MOU.)
G-TEDAs designated prior to January 1, 2007, agaired to update their goals and
objectives by April 15, 2008, and meet the annapbrting requirements by October 1,
2009.

« Adding new audit elements that require the reviéa G-TEDA's administrative support
and whether financial commitments made in the G-AEpplication and MOU have
been maintained.

Legislation was also passed in 2006 to providetgrdkexibility for enterprise zones
undertaking their initial environmental review betprogram, as well as authorizing a fee on
each voucher to help cover the administrative cofstise program to HCD.

A summary of key legislation affecting the Calif@tnterprise Zone Program since its
inception can be found ilppendix C — Legislative History of the Califoriiaterprise Zone
Program.

Current California Enterprise Zones

Enterprise zones are located in portions of masa 84 Assembly Districts and more than
35 Senate Districts. Enterprise zones range anfsiam one square mile to 70 square miles
and in geographic locations ranging from EurekathedShasta Valley near the Oregon
border to San Diego and Calexico along the Mexmader. Appendix A includes a map of
the G-TEDAs and Appendix B has a chart with bagmrmation about the individual G-
TEDASs, such as the year they expire and the Asyeanldl Senate Districts in which they are
located.

Businesses and other entities located within aarprise zone are eligible for a variety of
benefits from the state, including tax credits,csgletax provisions, priority notification in
the sale of state surplus lands, access to cdmawnfield clean-up programs, and

° AB 1550 (Arambula and Karnette), Chapter 718,us¢stof 2006
9



preferential treatment for state contracts. Baka chart comparing the state tax incentives
offered to businesses located in the different AR

Comparison of State Tax Benefits by Targeted Area
Longer NOL™®
Hiring Carry- Sales and Use Accelerated Lender Interest
Credit Forward Tax Credit Depreciation Deduction
Period
Enterprise Zone X X X X X
Manufacturing X
Enhancement Zone
Targeted Tax Area X X X X
Local Agency
Military Base X X X X
Recovery Area
Source: Legislative Analyst's Office

By far, the largest G-TEDA business incentive isiticome tax credit given for hiring
certain targeted employment populations. Accordinthe Franchise Tax Board (FTB), in
2006, businesses located within a G-TEDA claim@&34 credits worth over $230 million in
hiring and sales and use tax credits. Of the 4¢8&dits claimed by all taxpayers located in a
G-TEDA, 4,440 were claimed by businesses locatehianterprise zone. Below is a chart
summarizing total G-TEDA credits claimed in the 28D07 tax years.

Comparison of Total G-TEDA Credits Claimed in 2004to 2007 Tax Years
Number of Value of Credits| Number of Value of Credits
Credits Claimed| Claimed on Credits Claimed| Claimed on
on Corporate Bank and on Personal Personal Income
Taxes Corporate Taxes Income Taxes | (thousands)
(thousands)

2004 Total G- 3,256 $218,726 5,054 $130,401

TEDA Credits

2005 Total G- 4,325 $216,416 8,270 $146, 204

TEDA Credits

2006 Total G- 4,851 $230,751 9,973 $154,926

TEDA Credits

2007 Total G- 5,631 $251,591 15,461 $179,343

TEDA Credits

Source: Franchise Tax Board

Below are charts that compare the use of individuadits under each of the G-TEDA
programs for the 2006 and 2007 tax years.

Comparison of Corporate G-TEDA Credits Claimed in 206

Hiring Credit | Sales and Use TaxBusiness Expense
(millions) Credit (millions) | Deduction (millions)
Amount of | Estimated
deduction | Tax Impact
Total Enterprise Zone $177.4 $ 39.7 $4.5 $0.2

1 NOL= Net Operating Loss
10



Credits

Total LAMBRA $0.7 $0.1 /a la
Credits

Total MEA Credits /a
Total TTA Credits $4.4 $0.2 /a /a

Source: Estimated by Franchise Tax Board = Iéss than $50,000

--- not applicable

Comparison of Corporate G-TEDA Credits Claimed in 2007

Hiring Credit | Sales and Use TakBusiness Expense
(millions) Credit (millions) | Deduction (millions)
Amount of | Estimated
deduction | Tax Impact
Total Enterprise Zone $188.8 $47.9 $5.1 $0.2
Credits
Total LAMBRA $1.3 $04 $0.1 /a
Credits
Total MEA Credits /a --- ---
Total TTA Credits $4.9 $1.0 $0.1 la

Source: Estimated by Franchise Tax Board = léss than $50,000

--- not applicable

According to data provided by FTB, approximatelyd6f G-TEDA tax credits are filed by
small businesses — businesses with gross recaiges $10 million Businesses with gross
receipts over $1 billion claimed approximately 5@%the total value of the credits in 2006.

Of the state’s nine major industry sectors, thertasses related to the trade industry claimed

the most significant portion of all tax creditstvR9 percent of the total $217 million
claimed in 2006. Figure 5 below shows the distrdyuof tax credits claimed, by industry

sector.

11




Figure 5
Tax Credits by Industry in 2006

(Percentage)
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Source: FTB.

A description of all of the state’s G-TEDA prograoan be found iAppendix E —
California’s Geographically Targeted Economic Dedy@mhent Programs

State Administration of the G-TEDA Programs

Administration of the California Enterprise Zone&ram has passed from agency to agency
during its 25-year history. Initially establishetthin the Department of Commerce in 1984,
today, after the elimination of the Technology, d@and Commerce Agency (TTCA) in
2003 the designation and auditing responsibilitiestfigr program reside with HCD.

The FTB also assists in the administration andsagbt of the tax incentive portions of the
G-TEDA programs. HCD, however, generally servethadacilitator for trainings and
discussions between FTB and G-TEDAs. As the uge-®EDA related tax incentives has
grown in the past decade, FTB has increased it$irgidnd monitoring of the programs.
According to FTB, tax credits related to enterpésaes represent a significant number of
credits filed with the FTB each year, resulting-iiB having developed an "internal
procedures manual” for auditing tax credits wittsirgeted economic development areas,
including enterprise zones.

The Employment Development Department (EDD) is atspired to play a role in
implementing the state G-TEDA programs. Among othsponsibilities, EDD administers
the state responsibilities under the Workforce stwent Act. Unemployed workers who
receive training with the Workforce Investment Awbneys are one of the target populations
for new hires under the G-TEDA employer hiring dted

In the past several years, communication betweeD B2l FTB has greatly improved and
G-TEDAs have benefited from coordinated trainingd aonsistent program guidance.

1 SB 305 (Ducheny), Chapter, Statutes of 2003
12



EDD has, however, taken no known actions to hetmeot eligible workers with businesses
within a G-TEDA. Members may wish to follow-up tre consistent lack of action by EDD
relative to the G-TEDA programs.

In the furtherance of its general administrativéesiand to implement recently enacted
legislation* HCD embarked on the development and approvalkof@prehensive set of
regulations. Previously, TTCA issued a varietgofergency regulations that were never
finalized. This has left some enterprise zonesusad regarding which regulations apply
and which are no longer in effect.

HCD's first set of draft regulations, issued in @&r 2005, addressed the following topics:

» Designation of a zone manager and staff

e Standards for local hiring credit voucher programs

» Actual content of the hiring credit voucher

» Specification of required documentation for thaigasce of a hiring credit voucher
» Identification of an alternative method for estabing eligibility for a hiring credit, if
specified documentation is not available

Appeals to HCD

In the future, HCD will be developing additionagtaations, guidance manuals and
administrative notices relating to the performaauadit requirements and the designation
process.

Receiving State Enterprise Zone Designation

Designation of a new enterprise zone is designée @n extremely competitive process,
whereby communities compete for the ability to aulster a comprehensive state and local
economic and workforce development program thaishi attract private sector
development to low-income and economically depeesseas of the state.

Cities and counties, either separately or jointiay apply to HCD to have a geographic area
designated as an enterprise zone. Designatiomaade through a competitive process
initiated by HCD.

In general, areas are eligible for inclusion withirterprise zones based on three categories.
The first category of eligibility is reserved fdrase areas included in the pre-1997 enterprise
zone program or a targeted economic developmeat arbe second category of eligibility is
for areas that HCD determines meet at leastodiiee following criteria:

* The area meets the criteria for eligibility undee federal Urban Development Action
Grant Criteria

* The area meets the definition of “economic stressfer federal Urban Development
Action Grant

* The area has experienced “plant closures” withengiast two years affecting more than
100 employees

12.3B 305 (Ducheny), Chapter 593, Statutes of 20033811097 (Senate Committee on Budget and Fiscal
Review), Chapter 225, Statutes of 2004
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* The area has a history of gang-related activity
The third category for eligibility is for areas thraeet at least twof the following criteria:

* The census tracts have an unemployment rate eést 8 percent above the statewide
average

* The county in which the area is located has at [B&percent of children enrolled in
public school participating in a free lunch program

* The median income for a family of four within thensus tract does not exceed 80
percent of the statewide median income

HCD is directed to select enterprise zones baseddmrliminary application that proposes
the most appropriate economic development straaadyimplementation plan for the area.
The strategy is expected to include state and lor@grams and other incentives to create
jobs, attract private sector investment and imptbeeeconomic conditions within the
proposed zone. Mandatory elements of the strateiyde an assessment of community
needs, clear goals and measurable objectivespamglpsed implementation activities.

Applications are rated and ranked based on keyaomnand community development
criteria, including the availability of local res@mes to complete the strategy, the likelihood
that the strategy can attract private capital gtktent that key local and regional partnerships
are identified, and the reasonableness of theeglya measurable objectives. Applications
also have to demonstrate that local funding islalks to manage, oversee, and deliver the
program proposed in the strategy.

As noted above, HCD considers local incentivesyadagnponent in scoring enterprise zone
applications. The type and number of incentivey g locality. Typical local incentives
include:

* Marketing the enterprise zone

* Low-interest loans to businesses that locate irztmes
» Expedited permitting and regulatory processes

* Funding for infrastructure

* Job training for employees

Priority points are awarded to applications frormoaunities with significantly high poverty
levels, unemployment rates and/or suffer from Itexgh economic dislocation conditions,
such as plant closures, natural disasters, oramjllbase closures.

State Incentives Offered in G-TEDAS

As discussed earlier, businesses located withengerprise zone are eligible for a variety of
state incentives. According to the California Biess Investment Service, the state entity
responsible for meeting with businesses who aer@sted in located in California, the G-
TEDA incentives are the state's primary marketod.t

Due to the current fiscal condition of the stalte NOL has been suspended for two years
and the value of the tax credits has been redug&®%. Small businesses are exempted
from both provisions.
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State Tax Incentives

Current state tax incentives include:

» Tax Credits for Qualified HiresThe largest tax incentive in the enterprise zZomgram
is the hiring credit. The hiring credit is offerambusinesses that hire qualified
individuals to work within the boundaries of theneo There are a total of 14 categories
of qualified employees.

A qualified employee must retain employment foriaimum of 270 days in order for
the employer to be eligible to claim the hiringdite The value of the incentive for the
hiring credit totals 50 percent of an employee’g@sin the first year, 40 percent in the
second year, and declines by 10 percent increntieraiggh the fifth year. The credit is
depleted in the sixth year, and no credit May lagnobd.

The maximum value per qualified employee hiredpigraximately $37,444 over the
five-year term. Although workers can be paid mtine,maximum value upon which an
employer can claim a credit is 150 percent of mimmwage. The credit is available to
reduce net tax on income from enterprise zoneiieBwntil exhausted.

* Income Tax Credit for Sales Tax Paid corporation operating in an enterprise zone is
eligible to receive an income tax credit equah® $ales or use tax paid up to the first $1
million of machinery or parts purchased for usehwithe enterprise zone.

The credit is available to reduce net tax on incéroen enterprise zone activities until
exhausted.

» Enterprise Zone Employee Tax Credpualified employees from an enterprise zone
business may claim a tax credit equal to five-paroé qualified wages received from the
enterprise zone business in the taxable year, apriaximum amount. The limitation,
based upon 150 percent of wages subject to fedremhployment insurance, currently is
$525. The qualified employee may not be employethb public sector and must
perform 90 percent of his or her service for theegrise zone business, with at least 50
percent of the services performed within the emieezone.

* Net Operating LOSSA business operating in an enterprise zone may over 100
percent of its net operating loss for up to 15 gear

» Accelerated Write-Off of Certain Machinery and Bmuent Costs A business may
expense up to 40 percent of the costs of certaipgoty (personal property, equipment,
and furnishings) acquired for use exclusively ireaterprise zone business.

* Net Interest DeductionA financial lender may claim a deduction of imgerest received
from loans made to businesses located in an ergerpone.
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Other Business Incentives

The state also offers businesses operating in tempise zone other incentives including the
lease of public lands at below market rates, spaskstance through the Office of Small
Business, priority ranking for loans to purchagerahtive energy systems, and a five-
percent preference for state contracts in exce$4@d,000.

Both EDD, to the extent permitted by federal lang #he California Department of
Education (CDE) are also required to provide ptyariaining to unemployed individuals

who reside in a targeted employment area or angrge zone. This training is particularly
critical to a G-TEDAs ability to meet its workforcdevelopment priorities and could serve as
a primary linkage between unemployed workers abd jocated in a G-TEDA.

Unfortunately, no priority training has taken plaaeEDD believes that the enterprise zone
statuté® does not apply to the 15 percent of Workforce $twent Act moneys that are
retained by the state. Further, the California kttmce Investment Board has taken no
action to include the G-TEDA programs within iteas¢gic plan for the use of federal
Workforce Investment Act moneys.

The CDE, however, has implemented a training progoaority for unemployed individuals
who reside in enterprise zones. According to tB&ECthere is at least one adult education
program in each of California’s designated entsgrones, some of which implement
targeted enterprise zone programs.

Private Sector Capitol

A core mission of the G-TEDA programs is to creageappropriate economic and
regulatory climate to attract private capital. FRubapital is designed to be used as seed corn
or as a means for removing barriers for attragbnigate capital.

While the G-TEDA programs have a number of impdrsdate and local incentives, there is
no clear connection between private developmenpabdc investment. Public investments
are being made more or less on an act of faithgtwtiding the incentive will support the
correct kind of private investment.

In the committee's evaluation of the G-TEDA progsaihmay be useful to look more
closely at the current state of private investmespecially in the area of economically
justified investments.

Performance Review of G-TEDA Programs

Existing law requires evaluation of an enterpriseeZs progress toward meeting the goals
and objectives identified in the initial applicatiand the implementing MOU between HCD
and the G-TEDAs. HCD is required to undertakeag@mmatic review of every G-TEDA
at least once every five years.

13 Government Code Section 7081
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Statute defines the scoring process and elemenBsH&/ consider when determining
whether a zone should receive a score of "supefipass” or "fail" on the audit. Areas
reviewed in the audit include the G-TEDA's use afaketing plan, local incentives,
financing programs, job development, and the oVpralgram management. Further, HCD
is required to evaluate the G-TEDA's voucheringnptdaffing levels, operating budget, and
elements of the designation application which maybique to the G-TEDA.

During 2005 and 2006, HCD conducted the first aa-audits of the G-TEDA programs,
visiting 23 of the 42 enterprise zones. Previpusie state administer of the program,
TTCA, had limited its reviews to mail surveys oétenterprise zones. HCD's onsite audits
uncovered some inadequacies in the local admitistraf the program, but most
significantly, the audits illustrated that the urigiag MOUs between HCD and the
community had insufficient detail as to allow HC®groperly audit the local program.

The inability of the state to quantify whether eoonc progress was being made under the
G-TEDA programs was also a major finding from t82/2006 Assembly oversight
hearings. Statutory changes were made to therd®®g, audit and de-designation process
to address this problem. Among other changeggetfioem legislation required all new G-
TEDAs" to have the MOUs include specific performance messthat HCD could use to
assess program implementation progress. Existinggzwere given one year to update their
MOUSs with HCD to meet this criteria.

The new audit mandates have been in place foll@dwer one year. In general, HCD has
found that G-TEDAs still need additional guidancenoseasuring their progress and
effectiveness. For the most part, HCD statesttieaG-TEDAs documented their marketing
activities sufficiently, but the G-TEDAs were oftanable to assess business responsiveness
or the effectiveness of program activities.

The following is an example provided by HCD: "Orone was able to show that it had
performed its marketing activities using severatimesuch as television and radio. Though
it traced the responses to these efforts, the zounlkel not demonstrate that these activities
had resulted in the creation or retention of joldCD is committed to continue to work
with the G-TEDAs to develop reliable systems foltezding the data required to make the
accurate determinations on their progress.

The Dedesignation Process

The G-TEDA programs are designed to be a pro-agine effort by local communities and
the state to address systemic economic challengeertain areas of the state. Statute
provides that communities that fail to keep theiTEDA commitments should be
dedesignated in order to provide an opportunityaftsther community to utilize the
program. The three ways in which a G-TEDA can éd@edignated are discussed below.

Poor Performance on Audit

Enterprise zones which receive a "fail" on theidiaevaluations are required by statute to
enter into a written agreement with HCD regardirgaticorrective actions they must

4 AB 1550 (Arambula and Karnette), Chapter 718, 8¢t of 2006
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undertake to mitigate the deficiencies identifiedhe audit. Enterprise zones which fail to
reach a corrective action agreement with HCD wigirdays are dedesignated as an
enterprise zone effective January 1 of the follgwear.

Once the enterprise zone has entered into theewgjreement of corrective actions, it has
six months to meet those commitments. If HCD detees, at the end of the six-month term
of the agreement, that the zone has not met oeimghted at least 75 percent of conditions
set forth in the agreement, dedesignation of time 2all become effective on the first day of
the month following the date on which the writteggreement expires. Enterprise zones are
allowed to appeal these determinations to HCD.

Lack of Local Administrative Support

In addition to the dedesignation of a zone occgrduoe to a poor audit score or the G-
TEDA's failure to correct the deficiencies, exigtiaw also authorizes the dedesignation of a
zone that fails to adequately support the admatisin of the local G-TEDA program.

G-TEDAs which fail to provide adequate funding sotpn three of the five previous years
are also required to receive a failing score oir #nedit and become at-risk for
dedesignation. Adequate funding is defined astlems 75 percent of the amount committed
to in the MOU between jurisdiction and HCD.

Failure to Upgrade MOU

Existing law also requires G-TEDAs designated ptaodanuary 1, 2007 to update the
benchmarks, goals, objectives, and funding levetheir MOU with HCD in order to
facilitate HCD's audit of their program and thesssful implementation of their local
economic development strategy.

G-TEDAs that failed to update their goals and dibyes by October 15, 2008, were to be
dedesignated. HCD did not dedesignate any G-TED#der this criterion.

Removal of Un-needed Land

In addition to de-designation of a zone due to gmformance of a G-TEDA, existing law
also authorizes a local government to exclude fesrd an existing zone through the
adoption of a resolution requesting dedesignation.

In instances where an area is dedesignated orded/lbusinesses located within those areas
that had previously availed itself of a state t@entive may continue to access those
incentives for the duration of the original termtioé G-TEDA designation. Businesses
which had not previously utilized these incentiges prohibited from accessing the
incentives after de-designation or exclusion.

Expiring G-TEDA Designations

HCD has exclusive authority for designating G-TEDpAvided that no more than the
maximum number of areas are designated at anyiroee As the designation can take an
extended period of time, HCD generally tries taesthe request for applications months in
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advance of expiring dates. Legislation passedd62 allows businesses in an expiring
enterprise zone that were proposed for inclusiadhémew zone, to be eligible for business
incentives during the period that the jurisdictiaas received a preliminary and final
designation.

Enterprise Zones

Existing law authorizes a maximum of 42 enterpzisees. The initial term of an enterprise
zone designation is 15 years. Legislation in 1§3®wever, authorized all zones created
prior to 1990 to apply for a five-year extensidrthey received a passing score on their audit
conducted by the state. Supporters of the five-ggtension argued that additional time was
necessary for the pre-1990 zones because thehsihigot been fully prepared to receive and
process the necessary tax credit vouchers in tti@ iyears of the program, and there was a
general lack of awareness of the incentives beiffegexl. There were a total of 18 enterprise
zones designated prior to 1990, all of which reeéia five-year extension.

Between October 2006 and March 2009, 34 Califoenigrprise zones expired. Many of
these jurisdictions chose to apply again for a designation along with new jurisdictions.
Existing law requires jurisdictions to complete #ane zone designation application;
including demonstrating the area meets all eligibiequirements, regardless of whether the
area was previously included within an enterprizeez

Nine enterprise zones are scheduled to expire8.2@pplications for those zone
designations were due in March 2009, and prelingiapprovals for those zones is expected
any day.

Local Agency Military Base Recovery Area -LAMBRAS

HCD is limited to designating eight LAMBRAS in tlséate, one per five geographic regions.
Each LAMBRA designation is good for a period oftdigears. As initially calculated from
the date the local government signed an MOU witiDHCAMBRASs would be scheduled to
expire between 2007 and 2012. Legisldtigrassed in 2002, however, modified how the
start of the eight-year term would be determinechtwe accurately reflect the period under
which the LAMBRA had the authority to take actiomthe closed military base.

More specifically, 8 7110.5 of the Government Cpdavides that a LAMBRA designation
shall expire eight years after legal title to tikeromic development parcels have been
transferred to the local governing body and thatchers have been issued to an employer
that has entered into a lease or received tithedperty located on the closed base. HCD is
in the process of modifying the sunset dates orexiting LAMBRA. Under the new law,
only four of the eight LAMBRAS are active, includithose located at Castle,
Mather/McClellan, San Bernardino, and San Diego.

15 AB 1550 (Arambula and Karnette). Chapter 718, uBéstof 2006
16 AB 2798 (Machado), Chapter 323, Statues of 1998
" AB 2875 (Vargas), Chapter X, Statutes of 2002
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Manufacturing Enhancement Areas - MEAS

HCD is required to designate up to two MEASs ingdrctions with unemployment at three
times the statewide average that already have designated as a federal Empowerment
Zone, and that are located in a federal Border ienmental Cooperation Commission
region. Essentially, only communities in Impedunty met this criterion and two MEAs
were designated with a 15-year term commencingaonary 1, 1998.

While the MEAs would be scheduled for terminationdJanuary 1, 2013, Imperial County
and its cities successfully applied to includedheas in the MEA within one of the 42
enterprise zones.

Targeted Tax Area -TTA

The single TTA was designated by HCD in an areh®ftate that meets certain
unemployment, poverty, percentage of people onipalkistance and median income
criteria. Tulare County was the only jurisdictioeeting such criteria. Last year, the TTA
applied for one of the expiring enterprise zonagitedion and is awaiting HCD's
announcement for the 2009 application round.

Appendix A includes a map of all G-TEDAs and AppeBdas a chart detailing key
designation information.

Reporting to the Legislature

HCD is required to provide the Legislature witheport every five years that evaluates the
effect of the California Enterprise Zone Programeamployment, investment and income,
and on state and local tax revenues within desighateas® FTB is required to assist HCD
in the development of the report by providing kay information. Further, EDD is

required to provide information on training prowid® unemployed workers in the enterprise
zone.

Reform legislation from 2006 expanded these repgrequirements to include all G-
TEDAs and to also require a biennial report fore@TEDA's progress in meeting the
goals, objectives and commitments in its MOU. JE®Eurrently sponsoring legislatibtto
recalibrate the reporting dates of the broaderywar program review with the narrower
review of the individual G-TEDAs.

In addition, FTB is required to annually provide thegislature with information on the
utilization of the tax provisions by businessesath enterprise zone. Among other
information, FTB is required to identify the numlwdr

» Jobs for which hiring credits are claimed
* New hires for which hiring credits are claimed
* Businesses for which hiring credits are claimed

18 Government Code Section 7085
9 AB 1554 (JEDE), 2009-10 Session
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EDD currently provides no information on trainingumemployed workers who live in an
enterprise zone or targeted tax area. EDD stagtghey are only required to provide
existing data and that EDD does not collect databge it is not required under the federal
Workforce Investment Act. If the state is inteegsin knowing about training opportunities
within zones, the state would have to pay to hhigetype of information collected.

An option seemingly not considered by EDD woulddeclude within the state workforce
strategy an initiative to link unemployed workersoxreceive training at EDD One-Stop
Centers to job opportunities with businesses latate G-TEDA. If the initiative were to

be included in the state's workforce strategy itildde eligible for funding under the federal
Workforce Investment Act.

Unlike EDD, the CDE annually provides HCD with infieation regarding its targeted
training programs. Although CDE does not pro\adgregate data by enterprise zone, its
2006 annual report does include a representatimplgsaof the special efforts it made to
provide training for unemployed individuals in Gafhia’s enterprise zones. In this sample,
the CDE included the Eureka Adult School, the EstgCenter for International Women
(Oakland), the CAREGIVERS International Institufele East Bay, the Volunteer Center
of Santa Cruz, the Merced Adult School, the Fragnified School District, the Pomona
Unified School District, and the San Diego Commybllege District (Continuing
Education Centers).
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Section Ill - Challenges in Evaluating Return on Irvestment

The California Enterprise Zone Program and theraB@EDA programs are the largest
economic development programs in the state. &heyased on the economic development
principle that by targeting significant incentiieslower income communities and
neighborhoods these communities can more effegto@mhpete for new businesses and
retain existing businesses, resulting in greatercjeation and more economically stable
communities. This section discusses some of taberiges the Committee faces in
evaluating the state’s return on investment.

Establishing a Value for the Major Financial Incenives

In 1984, when the Legislature approved the twaah@-TEDA programs and their package
of business incentives, FTB analyzed the costetalk benefits and stated that the programs'
impact on state revenues was "unknown" but predlitttee potential exists for losses in the
millions.”

FTB reported that in 2006 — the most current dagdlable — $217 million in credits were
claimed through corporate and personal incomeR&#K) (returns. Additionally, FTB reports
hundreds of millions in carryover credits have beamed by businesses located in G-
TEDAs, but have not been claimed. Below is a ctieat displays the dollar amount of G-
TEDA incentives claimed through each of the taemoves.

Geographically Targeted Economic Development Areasicluding EZs
Tax Incentives Claimed
2004 2005 2006

Hiring and Sales Tax Credit $349,127,000 $362,620,000 $385,677,00(
Net Operating Loss $72,326,105 $74,024,258 $74,024,258
Deductions

Tax Impact $5,170,880 $5,965,660 $11,350,571
Net Interest Deductions $432,866,738 $490,128,9472 $517,526,098
Tax Impact $29,103,6883 $32,395,088 $34,155,538
Business Expense Deductions $4,387,038 $4,769,981 $4,462,832
Tax Impact $222,128 $199,756 $187,780
Total Tax Impact $383,623,691 $401,180,504 $431,370,889

Source: FTB Economic & Statistical Research Burgau

In addition to these tax incentives, businessedratididuals located in a G-TEDA or a
targeted employment area are eligible for a fivecguet state procurement incentive, and
access to priority training through EDD and CDEacal communities are also contributing
incentives and funding the cost of administeringltical G-TEDA programs. While
currently unavailable, next year each G-TEDA welport, for the first time, on the funds
they expend annually to support their local G-TEpAgram.
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In undertaking this review it was understood tllanitifying the direct financial costs for
implementing the G-TEDA program was achievable,apgropriately recognizing the
benefits of the program would be more challengiiige next subsection includes a short
review of the studies that have attempted to cateuthis side of the cost-benefit equation.

Assessing Our Return on Investment

Despite the popularity of the enterprise zone cphaeross the country, the actual success of
program is hotly debated and increasingly so inf@ala, as the first generation of the
state's G-TEDA's reach the end of their designation

Much of the discussion around the relative sucsesséailures of the G-TEDA programs
and individual areas is anecdotal. There have baaimber of academic attempts to assess
the state's G-TEDA programs, producing mixed result

Some of the variance among study findings can toikatied to the limited access to good
data sets. Research generally requires the dewelapof a set of assumptions in order to
under take the study. The assumptions made ioa$e of the G-TEDAs have, however,
resulted in most, if not all, of the methodologiagproaches open to debate. Moreover, the
problems in assessing the G-TEDA programs have fuettrer complicated by a lack of
consensus on why the programs have been estabasidedhat objectives are trying to be
achieved.

In 1995, the Bureau of State Audits reviewed arditad TTCA’s administration of the
programs. The findings are revealed in the titlesoreport, “The Trade and Commerce
Agency: The Effectiveness of the Employment andrieeic Incentive and Enterprise Zone
Programs Cannot Be Determined.”

A 2001 California Research Bureau (CRB) report tbthat “during the 1990’s, employment
in enterprise zone areas grew on average at tWeceate of the comparison areas, at least for
a several-year period when the tax incentives hail maximum effect?®® However, the

report noted employment numbers peaked duringegehing years of an enterprise zone’s
designation and then tapered off. This was pafytilue to the way hiring credits manifest
themselves at 50 percent of an employee's wagdee ifirst year and are only worth 10
percent of the employee’s wages in the fifth yesfole expiring in the sixth.

Attempting to determine the effectiveness of anviiddial enterprise zone has also produced
varied results. Some zones have produced highglogment numbers measured against
comparable demographic and census areas withang lmcentives. Other zones have
produced lower employment numbers versus relatisitylar areas without incentives.
Some zones, especially during relatively slow joindh years, have actually seen wages
decrease while in comparable areas - without imeesit wages increased.

Not surprisingly, the CRB report stated, “Researslamd government analysts have not been
able to agree on the actual effectiveness of emnserpones. To date, several studies on the
effectiveness of enterprise zones have been ingsivel ™

2 O’Keefe and Dunstan, CRB, pp. 1
2 |bid pp. 6
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Responding to the differing reports, HCD commissibits own report in 2006 to evaluate
the success of enterprise zones in spurring ecancgoovery. More specifically, the report
looked at the impact of the program on neighborhmmeerty, income, rents, and vacancy
rates. The report showed that, on average, wihiarprise zones between 1990-2000:

« Poverty rates declined 7.35 percent more thangsieof the state.

« Unemployment rates declined 1.2 percent more thamest of the state.

« Household incomes increased 7.1 percent more bearest of the state.

« Wage and salary income increased 3.5 percent rharethe rest of the state.

It was following the Assembly oversight hearingsl ®CD's report that the 2006 reform
legislatiorf” was enacted. Since that time, two additional nsgtave been released. It is
important to note, however, that while the reporese released in 2008 and 2009, the
business development data used to form the statlisthalysis is from 2004 and earlier.

In November 2008 and later revised and re-releasbthrch 2009, economists from the
University of Southern California (USC) releaseejport with consistent findings of the
HCD report. The USC study found that federal emgronent zone, federal enterprise
communities, and state enterprise zones have l\passtatistically significant impacts on
local labor markets in terms of the unemploymetsd, réne poverty rate, the fraction with
wage and salary income, and employment.”

The Pubic Policy Institute of California releasexistudy of the enterprise zone program in
June 2009, looking at whether the enterprise zoogram had been successful in creating
more jobs than would have otherwise been establiglithout the zone. The main finding of
the report was that, "enterprise zones have nistitatly significant effect on either business
creation or employment growth rates.” The replsa aoted that the effects of the program
differed between zones, perhaps due to the effsntiss of the local administration. In
addition, the report found that the program haositve effect on employment under each
of the following conditions:

«  When manufacturing constitutes a small share ofadtiveone employment

« When the zone administrator reported doing morallpone marketing activities

« When the zone administrator reported doing lesition of the hiring tax credit
A summary of findings from nine evaluations of #rgerprise zones can be found in

Appendix D — Compilation of Important Research Ragborts on the California Enterprise
Zone Program.

2 AB 1550 (Arambula and Karnette). Chapter 718, uS¢stof 2006
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The Path Forward

As noted in the beginning of the white paper, tioen@ittee is in the beginning stages of a
comprehensive review of the G-TEDA program. Duting course of the review, the
Committee plans to hold three public hearings.

The hearings are currently scheduled for Augus2089 in Sacramento; October 8, 2009 in
San Diego; and October 14, 2009 in San Jose. affrigistimony will be accepted up until
October 20, 2009, in the JEDE Committee Office.

Appendix dncludes a preliminary list of recommendationsspreed to the Committee
through legislation, letters, and stakeholder nmgstheld prior to this initial hearing. This
list will be updated regularly to allow Memberstbé Legislature and the public to easily
track the progress of the reform discussions.
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Appendix A

Map of the Enterprise Zones and Other Geographicajl-Targeted
Economic Development Areas

Figure 1
California Enterprise Zones
As of December 2008

\ Siskiyou County*
[ ]

E. ki

ureka

@ Shasta
@ Enterprise Zone
\ Oroville | * Conditionally-Designated Enterprise Zone
| |
@ Yuba Sutter*

Northern* (Sacramento)
West Sacramento*. @ Florin Perkins (Sacramento)
Army Depot (Sacramento)

» @Richmond* .
San Francisco!."i .San Joaquin

County*
W Oakland* 5
] @ Stanislaus
@ San Jose
@ Merced*
@ Watsonville @ Madera
@ Salinas Valley* @ Fresno City
@ Fresno County
@ Lindsay
Kings County*@
@ Delano*
@ Shafter
‘; @ Arvin*

Antelope Valley g
@ Santa Clarita @ Barstow
@ Pasadena

Los Angeles  Los Angeles (East)*
[ [ ]

[ ]
Los Angeles (Harbor)

@ Coachella

o

@ San Diego* @ Imperial Valley

@ Calexico

Version 12-08




Appendix B

Background on the Enterprise Zone and Other Geogralpically-
Targeted Economic Development Area Programs

G-TEDA Expiration Status Assembly Members Senators Jurisdiction
Date had
Previous
Zone
Enterprise
Antelope Valley 1/31/2012 Designated Adams (AD 59) Runner (SD17)
Enterprise Zone Knight (AD 36)
A. Strickland (AD
37)
Alameda Point LAMBRA Pendirlg Conditionally Swanson (AD 16) Hancock (SD 09)
Designated
Arvin Enterprise Zone Pendihg Conditionally Fuller(AD32) Ashburn (SD 18)
Designated Gilmore (AD 30) Florez (SD 16)
Barstow Enterprise Zone 1/31/2021 Designated Knigbx 36) Ashburn (SD 18)
Conway (AD 34)
Brawley Manufacturing 12/31/2012 Designated M. Pérez (AD 80 Ducheny 48P
Enhancement Area
Calexico Enterprise Zone 10/14/2021] Designated &leP(AD 80) Ducheny (SD 40) X
Calexico Manufacturing 12/31/201. Designated M. Pérez (AD 80) Ducheny (SD 40)
Enhancement Area
Castle Airport 12/6/2014 Designated Galgiani (AD 17) Denham (SD 12
LAMBRA
City of LA - Hollywood 10/14/2021 Designated Davis (AD 48) |Calderon (SD 30) X
Enterprise Zone DelLeon (AD 45) Cedillo (SD 22)
Hall (AD 52) Padilla (SD 20)
Feuer (AD 42) Price (SD 26)
Fuentes (AD 39) |Runner (SD 17)
Krekorian (AD 43) |Liu (SD 21)
J. Perez (AD 46) |Wright (SD 25)
Bradford (AD 51) |Pavley (SD 23)
Portantino (AD 44)
Smyth (AD 38)
City of LA - Harbor Area 3/3/2009 Expired Lowenthal (AD 54)Oropeza (SD 28)
Enterprise Zone Wright (SD 25)
Coachella Enterprise Zone 11/10/2021 Designated Pdviez (AD 80) Ducheny (SD 40) X
Compton Enterprise Zone 7/31/2022 Designated | Hall (AD 52) Oropeza (SD 28)
Bradford (AD 51) |Lowenthal (SD 27)
Furutani(AD 55) Wright (SD 25)
Delano Enterprise Zone 12/16/2021] Pending Gilmore (AD 30) |[Ashburn (SD 18 X
Conway (AD 34) |Florez (SD 16)
East Los Angeles Enterprise1/10/2023 Designated Calderon (AD 58) |Cedillo (SD 22) X

Zone

De Leon (AD 45)
De La Torre (AD50
Eng (AD 49)

J. Perez (AD 46)

Liu (SD 21)
Romero (SD 24)
Calderon (SD 30)




Portantino (AD 44)

Eureka Enterprise Zone 10/14/2021 Designated Chdaiy 1) Wiggins (SD 2)
Fresno City Enterprise Zone 10/14/2021 Designated |Arambula (AD 31)Cogdill (SD 14)
Villines (AD 29) Florez (SD 16)
Fresno County Enterprise |6/26/2022 Designated Arambula (AD 31)Ashburn (SD 18)
Zone T. Berryhill (AD 25) | Cogdill (SD 14)
Galgiani (AD 17) |Denham (SD 12)
Conway (AD 34) |Florez (SD 16)
Gilmore (AD 30)
Villines (AD 29)
Hesperia (2009) Conditionally Adams (AD 59) Runner (SD 17)
Designated
Imperial Valley Enterprise |3/28/2021 Designated M. Pérez (AD 80) Ducheny (8P 4
Zone
Kings County Enterprise 6/21/2023 Designated Gilmore (AD 30) Florez (88)
Zone
Lindsay Enterprise Zone 10/5/2010 Designated ConiA&y34) Ashburn (SD 18)
Florez (SD 16)
Long Beach Enterprise Zone 1/7/2022 Designated |Hall (AD 52) Lowenthal (SD 27)
Lowenthal (AD 54) |Oropeza (SD 28)
Furutani (AD 55) | Wright (SD 25)
Madera Enterprise Zone 3/3/2009 Expired Villine®(29) Cogdill (SD 14)
Mare Island LAMBRA Pending Conditionally Evans (AD 7) Wiggins (SD 2)
Designated
Mather/ Pending Conditionally Steinberg (AD 6) |[Cox (SD 1)
McClellan LAMBRA Designated Niello (AD 5)
Merced County Enterprise |12/16/21 Designated Arambula (AD 31)| Cogdill (SD 14)
Zone Galgiani (AD 17) |Denham (SD 12)
Florez (SD 16)
Oakland Enterprise Zone Pending |Conditionally Skinner (AD 14) Hancock (SD 9)
Designated Hayashi(AD 18)
Swanson (AD 16)
Oroville Enterprise Zone 11/5/2021 Designated Logue (AD 3) Aanestad (SD 4)
Nielsen (AD 2)
Pasadena Enterprise Zone 4/9/2021 Designated |Eng (AD 49) Cedillo (SD 22)
Portantino (AD 44) |Liu (SD 21)
Huff (SD 29)
Pittsburg (2009) Conditionally Torlakson (AD 11) | DeSaulnier (SD 7)
Designated
Richmond Enterprise Zone 3/1/2022 | Designated Skinner (AD 14) Hancock (SD 9)
Sacramento (2009) Conditionally Buchanan (AD 15)|Cox (SD 1)
Designated Huber (AD 10) Steinberg (SD 6)
Jones (AD 9)
Niello (AD 5)
Sacramento - Army Depot |10/3/2009 Expired Jones (AD 9) Steinberg (SD 6)
Enterprise Zone Huber (AD 10)
Niello (AD 5)
Sacramento - Florin/Perking 4/4/2009 Expired Huber (AD 10) Cox (SD 1)
Enterprise Zone Steinberg (SD 6)
Sacramento — North 10/14/2021 Designated Jones (AD 9) Steinberg (SD 6)

Enterprise Zone

Niello (AD 5)




S. California Logistics 10/27/2015 Designated Knight (AD 36) Runner (SD 17)
Airport LAMBRA
Salinas Valley Enterprise |1/29/2024 Designated Caballero (AD 28 Denham (3p 1
Zone
San Bernardino International09/07/2015 Designated Carter (AD 62) Negrete McL¢sid
Airport LAMBRA 32)
San Bernardino Enterprise |10/14/2021 Designated Carter (AD 62) Dutton (SD 31)
Zone Cook (AD 65) Negrete McLeod (SD
Emmerson (AD 63)|32)
Adams (AD 59) Runner (SD 17)
San Diego Enterprise Zone 10/14/21 Conditionally |Block (AD 78) Ducheny (SD 40)
Designated Anderson (AD 77) |Hollingsworth (SD 36
Fletcher (AD 75) |Kehoe (SD 39)
Saldana (AD 76) |Wyland (SD 38)
Salas (AD 79)
San Francisco Enterprise |5/27/2022 Conditionally Ammiano (AD 13)Leno (SD 3)
Zone Designated Ma (AD 12) Yee (SD 8)
San Joaquin County 6/21/23 Designated B. Berryhill (AD 26)|Cogdill (SD 14)
Enterprise Zone Galgiani (AD 17) |[Wolk (SD 5)
Huber (AD 10)
San Jose Enterprise Zone 12/30/202]L Designated |Beall (AD  24) Alquist (SD 13)
Coto (AD  23) Corbett (SD 10)
Fong (AD 22)
Santa Ana Enterprise Zone 6/7/23 Designated 8lorio (AD 69)|Correa (SD 34)
Miller (AD 71)
Santa Clarita Enterprise Zoné/30/2022 Designated Smyth (AD 38) |Strickland (SD 19)
Runner (SD 17)
San Diego Naval Training |Pending Conditionally Salas (AD 70) Ducheny (SD 40)
Center Designated Block (AD 78)
LAMBRA
Shafter Enterprise Zone 10/3/2010 Designated | Gilmore (AD 30) Florez (SD 16)
Shasta Enterprise Zone 11/5/2021 Designated Ni¢/serP) Aanestad (SD 4)
Siskiyou County Enterprise | 6/21/2023 Designated Nielsen (AD 2) Aanestad (SD 4)
Zone
Southgate/ Lynwood 10/14/2021 Designated De La Torre (ADCalderon (SD 30)
Enterprise Zone 50) HallLowenthal (SD 27)
(AD 52) Wright (AD 25)
Stanislaus County Enterprisel 1/15/2020 Designated B. Berryhill (AD 26)|Cogdill (SD 14)
Zone T. Berryhill (AD 25) | Denham (SD 12)
Taft (2009) Conditionally Fuller (AD 32) Ashburn (SD 18)
Designated Florez (SD 16)
Tulare (2009) Conditionally Conway (AD 34) |Ashburn (SD 18)
Designated Gilmore (AD 30) Florez (SD 16)
Arambula (AD 31)
Tulare Targeted Tax Area 12/31/2012 Designated &#nfAD 30) Florez (SD 16)
Tustin Legacy LAMBRA Pending Conditionally DeVore (AD 70) Walters (SD 33)
Designated
Watsonville Enterprise Zone 4/30/2012 Designated |Monning (AD 27)Wolk (SD 5)
Caballero (AD 28)
West Sacramento Enterprisel/10/2023 Conditionally Yamada (AD 8) Wolk (SD 5)
Zone Designated
Yuba/Sutter Enterprise Zone¢ 10/14/2021 Designated |Logue (AD 3) Aanestad (SD 4)

Nielsen (AD 2)




Pendingl: These LAMBRAS have not received finaigiestion pending the final transfer of
title by the Federal Government. Once title haanbteansferred, the final designation can be
made, and the 8-year period of eligibility will camnce.

Pending2: The final designation of these Enteepfisnes will be made following execution
of the MOU.



Appendix C

Legislative History: Major Bills Affecting the
California Enterprise Zone and other GeographicallyTargeted
Economic Development

Below is a discussion of the evolution of Calif@'siEnterprise Zone Program. This is not a
conclusive list of the entirety of legislation affing enterprise zones, but is a partial listing
of the most important pieces of enterprise zongslapn since the program’s inception.

* AB 514 (Waters) Chapter 44, Statutes of 1984
Enacts the Employment and Economic Incentive Abictvauthorizes the Department
of Commerce to designate nine neighborhood econdevielopment areas and nine
targeted economic development areas within the fbarenewable five-year
designations.

* AB 40 (Nolan) Chapter 45, Statutes of 1984
Enacts the Enterprise Zone Act, which authorizedxbpartment of Commerce to
designate no more than 10 areas as enterprise.zdhesbill provides tax credits to
businesses for locating in certain geographicadigighated enterprise zones.

* AB 1842 (Nolan)Chapter 826, Statutes of 1985
Authorizes the state or local governments to lsasplus property located within a
certified neighborhood enterprise association c@fan to the corporation at a price
below fair market value, provided that it servgsualic purpose.

* AB 1843 (Nolan and Waters) Chapter 1462, Statute$ @985
Makes a number of significant changes to the vartan incentives under the Enterprise
Zone Act and the Employment and Economic Incentige

A. Employer Tax Credits:

Allows a business to claim the credit for wagesigaian employee during their first five
years of employment, regardless of how long theéness has operated in the enterprise
zone. Allows an employer to claim a hiring creditemployees who are claimed under
the state or federal targeted jobs tax credit.

B. Tax Credit for Employees:
Extends the credit availability for an employeelkam a tax credit for five percent of
their wages for all years during which the aredesignated as an enterprise zone.

C. Sales Tax Credits:

Extends the tax credit for sales taxes paid omptitehase of machinery and parts, under
the Bank and Corporation Tax Law to businessedddda enterprise zones and places a
$20 million cap on the credit. Requires the equdptrio be used exclusively in the
enterprise zone to qualify for the credit.

D. Net-Operating Loss Carryover (NOL):
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Lengthens the Net Operating Loss carryover periowhfthree years to 15 years and
extends the NOL provisions to businesses that weeeating in the enterprise zone area
prior to its designation as an enterprise zone.

E. Accelerated Depreciation and Expensing:

Businesses in enterprise zones may recover thetaosichinery quickly by deducting

as a current expense, as opposed to depreciafing,40 percent of the cost of
equipment each year. Raises the costs that maygensed from $5,000 to $100,000 for
each of the first two years of the designationnfi®7,500 to $75,000 for each of the next
two years, and from $10,000 to $50,000 for eaclseghent year.

AB 251 (Nolan) Chapter 899, Statutes of 1989
Allows the Department of Commerce to increase tmaber of existing enterprise zones
from 10 to 25.

AB 379 (Nolan) Chapter 330, Statutes of 1990

Amends sections of the Revenue and Taxation Codaipeag to the "three factor
unitary formula” used to calculate tax credit lispitor businesses having operations
inside and outside the program area, as they appigt operating loss carry-forward
credits. By eliminating the "sales-in-zone" facfi@aving only the property- and payroll-
in-zone factors), enterprise zone businesses aected to qualify for somewhat larger
credits against net operating losses.

SB 898 (Mello) Chapter 264, Statutes of 1993

Authorizes the California Public Utilities Commigsito provide rate incentives to
industries or businesses located within an entsg@one that engages in activities in
connection with the conversion of Ford Ord to othses.

AB 57 (W. Brown) Chapter 879, Statutes of 1993

This bill would permit the jobs credit and sales ¢taedit available to businesses located
in enterprise zones, program areas, and the LoslAsdrevitalization Zone to be used to
reduce the regular tax below the alternative mimmiax.

AB 2279 (Pringle) Chapter 286, Statutes of 1994

Makes technical, nonsubstantive changes to the BadlCorporation Tax Law that
allows a deduction in computing the income, subjethe tax imposed by that law of net
interest received by the taxpayer, in payment déitedness of a business located in an
enterprise zone.

SB 344 (Greene) Chapter 750, Statutes of 1994
Allows the Sacramento Army Depot to be redesignatedn enterprise zone.
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» SB 1438 (Mello) Chapter 754, Statutes of 1994
Requires the Trade and Commerce Agency to desigmaaelditional two enterprise
zones, in Watsonville and Palmdale, bringing thaltoumber of zones to 27.

» SB 1770 (Alquist) Chapter 755, Statutes of 1994
Redefines qualified employee for purposes of therpnise zone tax credit to be an
employee who is eligible for the Federal Job TragnProgram, the Federal Targeted Jobs
Tax Credit Program, or the Greater Avenues for pretdelence Program, rather than
determined to be eligible or certified.

* AB 2206 (Bornstein) Chapter 853, Statutes of 1994
Allows an existing enterprise zone, located inuhancorporated area of a county, to
propose expansion of the geographical area enca@agpdy the zone if the Trade and
Commerce Agency finds that certain conditions ae¢ m

» SB 881 (Killea) Chapter 913, Statutes of 1994
Allows specified bonds as financing incentives urttde State Enterprise Zone Act and
Employment and Economic Incentive Acts and expahesise of industrial
development bonds for enterprise zones to includa€ing of private commercial
enterprises in addition to manufacturing facilities

* AB 2576 (Baca) Chapter 945, Statutes of 1994
Permits the Public Utilities Commission to autherspecified rate discount programs to
companies whose facilities are located or will tecaithin enterprise zones, recycling
market development zones, or economic incentivasare

* SB 712 (Committee on Revenue and Taxation) Chaptd94, Statutes of 1995
Authorizes the Trade and Commerce Agency (TCA)asighate an additional two
enterprise zones raising the possible number cdzfmom 27 to 29. This bill corrects a
drafting error in the original legislation that hatized the creation of two small cities’
enterprise zones but failed to authorize the eng&Eone tax incentives.

This bill restores provisions which prevent thet&faom recapturing tax credits claimed
by taxpayers if the TCA determines that portionghef Los Angeles Revitalization Zone
(LARZ) do not meet the original statutory criteréad as a result eliminate segments of
the LARZ.

* SB 1952 (Mello) Chapter 215, Statutes of 1996
Existing law requires the Public Utilities Comma@si(PUC) to authorize public utilities
to engage in programs to encourage economic dewelop The PUC is authorized to
provide incentives for the benefit of industriesosiness entities located within the
boundaries of enterprise zones, economic inceatigas, or recycling market
development zones.

This bill also authorizes the PUC to provide inoexd for the benefit of industries or
business entities located within the boundarigeaéral rural enterprise communities.
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* SB 715 (Committee on Revenue and Taxation) Chapt852, Statutes of 1996
This bill clarifies that the carry over provisiohwith respect only to tax on income from
the zone and not the taxpayer’s total tax fronmnaibme.

* AB 296 (Knight) Chapter 953, Statutes of 1996
Merges the Enterprise Zone Act and the EmploymedtEeconomic Incentive Program
into the Enterprise and Employment Zone Progratms 1ill specifies that former
enterprise zones or program areas are designatestaprise and Employment Zones
and there shall be no more than 39 Enterprise amgldyment Zones designated.

Allows a 15% geographic expansion of each zoneeftoundaries are contiguous and
specifies that no zone shall be permitted more tmenexpansion.

Requires the Trade and Commerce Agency to subrep@t to the Legislature every
five years evaluating the effect of the progranmemployment, investment, and incomes
on state and local tax revenues. Joined to SB gD@8ta) Chapter 955, Statutes of 1996.

» SB 38 (Lockyer) Chapter 954, Statutes of 1996
This bill comprises the Conference Report of the Tat Conference Committee,
enacting 24 different changes in law affectinga¢ats and 11 changes in law, which will
result in increasing state revenues.

In a manner similar to AB 3311 (Kuykendall), thifi lmodifies the hiring credit allowed
in the Long Beach Enterprise Zone for qualifiecadigantaged individuals employed in
aircraft manufacturing activities. The credit wabimcrease from 150% of the minimum
wage to 202% of the minimum wage. The hiring drediimited to the first 1,350
gualified employees hired.

» SB 2023 (Costa) Chapter 955, Statutes of 1996
Merges the Enterprise Zone Act and the EmploymedtEeconomic Incentive Program
into the Enterprise and Employment Zone Prograims ill specifies that former
enterprise zones or program areas are designatedtaprise and Employment Zones
and there shall be no more than 39 Enterprise amgldyment Zones designated.

Allows a 15% geographic expansion of each zoneeftoundaries are contiguous and
specifies that no zone shall be permitted more tmenexpansion.

Requires the Trade and Commerce Agency to subrep@t to the Legislature every
five years evaluating the effect of the progranmemployment, investment, and incomes
on state and local tax revenues. Joined to AB(R9&ght), Chapter 953, Statutes of
1996.

» AB 797 (Takasugi) Chapter 461, Statutes of 1997
Decreases the level of work from 100% to 90% thastibe done at a worksite(s),
located in an enterprise zone, in order for Catifotbased companies to qualify for a 5%
preference on the price submitted for service emtgrexceeding $100,000.

Authorizes an enterprise zone jurisdiction thatdlesady designated a target
employment area to request redesignation of thee @s®g more current census data and
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allows enterprise zones to use the most recentisateta available for purposes of
designating a Targeted Employment Area.

Requires an enterprise zone governing body to geowiformation at the request of the
Trade and Commerce Agency (TCA) so TCA may prepaeport to the Legislature,
which is required by law every five years beginniaquary 1, 1998, that evaluates the
effectiveness of the enterprise zone program.

Requires the Franchise Tax Board to make informatiailable annually to TCA and
the Legislature pertaining to the dollar valueaf tredits claimed each year by
businesses.

* SB 1106 (Committee on Revenue and Taxation) Chapté04, Statutes of 1997
Provides that a taxpayer may use any net opertasgcarryover against the income that
a taxpayer derived from a business conducted expired enterprise zone or in an
expired Los Angeles Revitalization Zone as if tbeeremained in existence.

* AB 2798 (Machado) Chapter 323, Statutes of 1998
Changes the expansion of enterprise zones and eh#mg formulas used to calculate the
value of tax incentives under all of the State’sgyaphically-based economic
development programs. Allows enterprise zonesggdased prior to 1990 to retain
designation for 20 (rather than 15) years.

Allows an enterprise zone that is no greater tfaeduare miles on the original date of
designation to expand by a maximum of 20%, rathan tL5%. Authorizes the Trade and
Commerce Agency (TCA) to audit enterprise zonestarfdedesignate” an enterprise
zone that receives a failing audit grade and failsorrect its substandard performance.
Clarifies that TCA is authorized to designate nesegrise zones once any of the 39
currently authorized zones expires or is designated

* AB 3 (Baca) Chapter 1012, Statutes of 1998
Allows for the designation of three additional Bbégency Military Base Recovery
Areas (LAMBRAS) for a total of eight LAMBRAS. Mges the employment credit
criteria for qualified disadvantaged individualsitimthe existing criteria for "qualified
displaced employee" and makes various changes MBRA tax incentives.

» AB 835 (Wright) Chapter 1030, Statutes of 1998
The State is required to award a 5% preferenca fopposal for a services contract in
excess of $100,000 to California based compangsctrtify under penalty of perjury
that no less than 90% of the labor required toguarfthe contract is at a worksite(s)
located in an enterprise zone

This bill requires the California-based compangéononstrate its eligibility of the 5%
preference and to certify under penalty of perjingycompany’s eligibility for any
additional preference, based on its hiring of pessweith a high risk of unemployment;
requires that the 5% preference for a servicegacohin excess of $100,000 in a
distressed area depend on whether the company déaies and certifies that not less
than 90% of the labor hours required to performcitract shall be accomplished at an
identified worksite(s) located in the enterpriseeo

X



* AB 2809 (Committee on Revenue and Taxation) Chapter039, Statutes of 1998
Clarifies that reemployment of a seasonal emplayed not constitute commencement
of employment for purposes of the hiring creditailable to businesses located in the
five State economic development areas: enterposes; the Los Angeles Revitalization
Zone (LARZ), Local Agency Military Base Recoveryegas (LAMBRA), Targeted Tax
Areas, and Manufacturing Enhancement Areas.

For purposes of the credit computation, seasonplames are considered continually
employed until they are not re-hired in the apfileassubsequent season. This bill
clarifies that recapture rules for hiring tax ctedire applicable when seasonal hires are
not re-hired in the applicable subsequent season.

This bill corrects a potential chaptering out elsgrreinstating the December 1, 1998
sunset date for the Los Angeles Revitalization Zomgram as opposed to January 1,
1998.

* SB 84 (Costa and Poochigian) Chapter 137, Statute§1999
An enterprise zone located in a city or the unipooated area of a county may be
expanded into an adjacent city or cities undemgextonditions, including the condition
that land included within the proposed expansi@aas zoned for industrial or
commercial use.

This bill authorizes the Counties of Fresno andnkerexpand their zones in
nonindustrial or noncommercial land, and also atilkes the expansion of an enterprise
zone located in a city or in the unincorporatedarethe county into an adjacent
unincorporated area.

» AB 1637 (Committee on Revenue and Taxation) Chapt&30, Statutes of 1999
The Personal Income Tax Law provides only certagalits may reduce specified taxes
below the tentative minimum tax. This bill allomedits relating to the enterprise zone
hiring credit, and the enterprise zone sales otasseredit, to reduce those taxes below
the tentative minimum tax.

* SB 43 (Johnston & Solis) Chapter 491, Statutes 000
Streamlines and clarifies statutes relating tohmployment Training Panel in order to
ease the transition of phasing out the Federalldaining Partnership Act and
implementing the Federal Workforce Investment Act.

* SB 511 (Alarcon) Chapter 616, Statutes of 2000
Authorizes additional criteria upon which an entegzone may be based; requires the
Trade and Commerce Agency to provide special cenafihns or bonus points to
enterprise zone applications meeting at least pecified demographic criteria; clarifies
that joint powers agencies may administer entez@mes; clarifies that allowable
enterprise zone expansions may cross any jurisdaitiboundary.

* AB 1843 (Ackerman) Chapter 862, Statutes of 2000
The Bank and Corporation Tax Law imposes a framctag measured by the net income
from California sources of the preceding calenddrsoal year, which is referred to as
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the “income year.” The calendar or fiscal yeandtich the tax is imposed for the
privilege of doing business in this state is refdrto as the “taxable year.” This bill
deletes references to “income year” and definesatike year” as the calendar or fiscal
year upon the basis to which the net income is ctetp

AB 2889 (Committee on Consumer Protection, Governnmeal Efficiency and

Economic Development) Chapter 1055, Statutes of 200

The Trade and Commerce Agency (TCA) is the succeegbe Department of
Commerce. This bill makes conforming changeswotleat reflect TCA as the successor
to the Department of Commerce regarding the authtveinsfer of the enterprise zone
program.

AB 254 (Frommer) Chapter 548, Statutes of 2001

This bill modifies the Cleanup Loans and EnvirontaéAssistance to Neighborhoods
(CLEAN) Program. The CLEAN Program provides loamsthe investigation and
cleaning up of brownfields and underutilized prajgsrin urban areas. Underutilized
properties include property in an enterprise zang iedevelopment project area. Clean
program was established by SB 667 (Sher), Statiit2800.

AB 46 (Washington) Chapter 587, Statutes of 2001
Expands the number of enterprise zones from 32 t@andl expresses legislative intent for
at least one zone to focus on inner city impovedsareas.

SB 305 (Ducheny) Chapter 593, Statutes of 2003
Transfers authority of the Enterprise Zone progfem the Technology, Trade, and
Commerce Agency to the Department of Housing armai@onity Development.

AB 1410 (Wolk) Chapter 772, Statutes of 2003

Requires any agency of the state and any localcggsend a written offer to sell or lease
for enterprise zone purposes any surplus properiyniarea designated as an enterprise
zone to the nonprofit neighborhood enterprise aaon corporation in that zone.

SB 1097 (Senate Committee on Budget and Fiscal Rews) Chapter 225, Statutes of
2004

Authorizes the Department of Housing and Commugyelopment and local
governments to charge and collect certain feesmmection with the Enterprise Zone
and Employment Act. Provides that the certificatam employee meets specified
eligibility requirements for a hiring credit may bbtained from the local government
administering each enterprise zone. Requires Dapat of Housing and Community
Development to develop regulations that governgbeance of hiring credit certification
by a local government.

AB 2397 (S. Horton) Chapter 277, Statutes of 2004

Authorizes the Department of General Services thagle contractors ineligible to

transact with the state for a period of no less gi& months and no more than 36 months
for specified violations, including false certiftaan under the Enterprise Zone and
Employment Act.

AB 139 (Committee on Budget) Chapter 74, Statuted @005
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Extends the $10 assessment fee that the DeparthEiousing and Community
Development is required to assess an enterprisefporeach application it accepts for
issuance of a tax credit certificate from July Q0@ to January 1, 2007.

* AB 1563 (Committee on Jobs, Economic Developmentéthe Economy) Chapter
518, Statutes of 2005
Requires the Department of Housing and Communityelzg@ment to include in its five-
year reports to the Legislature, reviewing the peeg and effectiveness of each
enterprise zone, a review of any efforts made dhdggrtraining of unemployed
individuals.

* AB 1550 (Arambula) Chapter 718, Statutes of 2006
Makes several significant changes to the manageamehoversight of the Enterprise
Zone and Geographically-Targeted Economic DevelaprAesa programs. Key
provisions include:

Allows cities and counties to apply for a enterpzene designation that includes
noncontiguous boundaries with the approval of HCD.

Requires Targeted Employment Area boundaries bataddvithin 180 days of new
census data becoming available and Requires apphisaeceived after January 1, 2007
be ranked based on their economic developmenegirand implementation plan.

Authorizes an expiring enterprise zone that apgbes new designation, and receives a
conditional designation letter from HCD, to offéirBZ benefits until HCD makes a final
designation or declines to designate the zone.

Adds a new auditing element that requires the vewkan enterprise zones administrative
support and whether financial commitments madaereipplication and memorandum of
understanding (MOU) have been kept, requires anméreport to HCD and must update
their G-TEDAs goals by April 15, 2008 if designategfore January 1, 2007.

» SB 783 (Lowenthal) Chapter 634, Statutes of 2006
Authorizes the Department of Housing and CommubDgyelopment to charge a fee, for
the administration of the Geographically-Targetedrtomic Development Area programs
and makes specified findings and declarations weispect to the imposition of the fees.

* SB 341 (Lowenthal) Chapter 643, Statutes of 2007
Expands the ways in which a local government apglyor an enterprise zone
designation after October 1, 2007, may meet theiregents of CEQA and eliminates
the ability for these jurisdictions to limit subsespt environmental reviews based on the
contents of the initial CEQA documents.

* AB 1139 (J. Perez) Status: Assembly Jobs, Econonbdevelopment Committee,
hearing set January 5, 2010.
Revises credit eligibility, calculation, redemptiand reporting of the hiring credit, under
the Personal Income Tax and the Corporate Taxgusinesses located in enterprise
zones.
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AB 1159 (V. Manuel Pérez) Status: Assembly RevengeTaxation Committee,
hearing to be set January, 2010

AB 1159 establishes the California Cleantech AdageatAct of 2008. This bill
encourages the cleantech industry to combine facueentives with the state's most
comprehensive economic development infrastructureloing so, strengthens
California’'s position California as a global leadethe coming cleantech business
explosion. The tax incentive provided by this filll attract new venture capital to these
historically underserved areas, while helping tia¢esmeet a variety of environment
objectives.
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Appendix D

Compilation of Important Research and
Reports on California’s Enterprise Zones

Much of the discussion involving California’s Erpgese Zone Program is anecdotal. When
the program was enacted in 1984, it included lichiteechanisms to evaluate the program
and its effectiveness. Subsequent legislative gémhave required the Technology, Trade,
and Commerce Agency, and now the Department of iHgusd Community Development,
to provide reports to the Legislature on the Catifa Enterprise Zone Program.

The availability of outside research, typically demic reports, on enterprise zones in
California is relatively sparse; however, this apgig attempts to provide a summation of
some of the most recent, and most important, acede&ork regarding enterprise zones in
California. The descriptions include key portimighe selected report findings. The scope
of the studies and the methodological approachessignificantly. Further complicating a
direct comparison of the studies are the changt#stprogram which have occurred over the
last 20 years. In preparing the descriptionsf btag attempted to present the information in
a fair and unbiased manner. The findings and csiwhs of these reports are not necessarily
universally endorsed. For full citation of the regsdisted below, please see the bibliography.

» Evaluation of California’s Enterprise Zone and Empyment and Economic Incentive
Programs(David E. Dowall, Marc Beyeler, and Chun-CheungngiglWong, 1994)

o0 The main question the study asked was, "Have Cnid® enterprise zone and
incentive area programs had any measurable impattteonumber of
establishments and levels of employment of buseskxated in zone and
incentive areas?"

o Inthe early years of the enterprise zone programiftually all of the actual
1986-90 employment growth that took place in entegzone and program areas
is the result of population growth and industriedwgth components. When these
two growth factors are accounted for, the totaldws effect component for the
zone program(s) is actually negative.

o There is little evidence that enterprise zone m@oygmcentives are effective in
either creating jobs or stimulating increased bessnnvestment.

0 The majority of businesses that took advantagerofdhcredits appears to have
been because of an added benefit as opposed noentive.

0 “The existing Enterprise Zone and Economic Incenfivea programs have
produced very modest economic benefits, and tisdritle evidence to suggest
that they have strengthened the economic advantdglese zone and program
areas.”
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» Trade and Commerce Agency: The Effectiveness of Hmeployment and Economic
Incentive and Enterprise Zone Programs Cannot bet&eined(Bureau of State
Audits 1995)

(0]

(0]

The Agency (Technology, Trade, and Commerce) shialdel the following
actions:

= “Establish and implement a plan to monitor, evayand report on the
effectiveness of the programs, which includes idieation and
establishment of the performance measures, a systebtain complete
and reliable data about program achievements, aedeamination of how
it will evaluate reported achievements againstehmesformance
measures.”

The Legislature needs to consider implementingahewing:

= “Imposing reporting requirements on businessebharenterprise zones
and program areas and requiring that local admat@ts of the programs
establish performance measures, collect data tsunegerformance, and
report their results.”

» Evaluation of California’s Enterprise Zoneg¢Suzanne O’Keefe and Roger Dunstan,
August 2001)

(0]

(0]

In order to determine whether the California EntisgpZone Program works, the
O'Keefe and Dunstan evaluation looked at whetheretivas more job growth in
enterprise zones, as compared to comparable amehsyhether worker incomes
were higher or lower. To compare enterprise zoéme®mparable areas without
zones, the researchers collected data about ecormmuidemographic census
tracts within enterprise zones and compared thematts with similar data
outside of zones.

Employment in enterprise zones in the 1990s grewwath faster rates than in
comparable areas; however, employment growth tayeedter the first few
years of zone designation, possibly because alépéeting value of hiring
credits.

When overall California job growth trends were doyats in enterprise zones
produce notably lower incomes than comparable guitside of zones, possibly
because hiring credit cap of 150% of minimum wagkhe incentive is for lower
wage jobs, and that’'s exactly what we get.”

“Enterprise zones have done wonders in some camsnot much in others.”

This report was produced by the California Rese8uteau, California State
Library.
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* Job Creation in California’s Enterprise Zones: A Qoparison Utilizing a Propensity
Score Matching Mode(Suzanne O’Keefe, 2003)

0 To estimate the value of enterprise zone designgaiiis second O'Keefe study
looked at growth in employment, growth in wages graivth in the number of
firms. The study matched enterprise zone cenagsstto census tracts without
enterprise zones using census data and a propsaosity matching model.

The complex propensity score matching model esémte probability of a
census tract becoming part of an enterprise zoing observed characteristics.
Each enterprise zone census tract is compareddass tract without enterprise
zone designation, located in the same county, thiéhclosest propensity score.

o Employment has grown faster in enterprise zonas oliside of enterprise zones.

o0 Average monthly annual earnings in enterprise zooss at a slower rate than
earnings in matched non-enterprise zone area buh#rgin is not statically
significant.

o0 The total number of firms grew less within entesprzones than in the matched
non-enterprise zone areas. The study suggestsriteaprise zones are attracting
large firms rather than small businesses.

The report was published in the Journal of UrbaanBemics 55 (2004) 131-150.
» Cost-Benefit Analysis of California’s Enterprise 2@ Program(June 5, 2003)

o0 The Applied Economics study examined the extemitich enterprise zones
generate enough additional state revenues to affeetosts of the business
incentives. The study reviewed whether new taxaéd ppy firms located in
enterprise zones covers the costs to the stateeqfrbgram.

o Cost of personal and corporate zone tax crediég®@2 was $173 million while
the 2002 personal income tax, sales tax and caporeome tax attributable to
enterprise zones is estimated at $249 million.

o The cumulative net benefits for the years availakl®92-2002—is estimated at
$1.7 billion.

This report was prepared for the California Asst@raof Enterprise Zones (CAEZ) by
Applied Development Economics.

* An Overview of California’s Enterprise Zone Hirin@redit (Legislative Analyst’s
Office, December 2003)
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Enterprise zone credits tend to have an impactusmbss location within a
region if a firm has already decided to locate with particular geographic
region. Results indicate that enterprise zoneitsathy result in the shifting of
jobs within a region, as opposed to increasingitimaber of jobs within that
region.

Because enterprise zone incentives effect thalalisiton of activity within a
region versus increasing the amount of activitg iegion, zone incentives are
most effective when they are narrowly focused.

Hiring credits do appear to have a positive immacthe demand for labor.
“To the extent that the Legislature wished to exptre economic base of the
state as a whole, the use of EZ incentives wooldppear to be particularly

effective means by which to achieve this goal.”

Enterprise zone “incentives are unlikely to regulsignificantnet positive
economic impacts absent additional targeted puiiestment.”

This report was prepared for the Assembly Committe&evenue and Taxation.

* Report to the California Department of Housing ar@ommunity Development on
Enterprise ZonegAugust 18, 2006)

(0]

This purpose of this study is to ascertain thef@atlia State Enterprise Zone
Program's success in meeting it objectives:

» Stimulate business and industrial growth in dem@sseas of the State;
* Help attract business into the State;

* Help Retain and expand business and industry; and

* Create increased job opportunities for all Califans.

All California enterprise zones from 1980 throudl92, were examined by the
research team. The Data were drawn from publicalbilable information, data
shared by the California Franchise Tax Board aedXepartment of Housing and
Community Development.

Results indicate that the enterprise zone prograates jobs, decreases poverty,
increases household incomes, decreases vacansyaatkeincreases rents for
enterprise zone areas. These results were stréorgesnes established in the
1990s than those established in the 1980s.

Analysis of individual enterprise zones showed Widarying effectiveness in
terms of job creation, income growth and tax co$isbs created.

New jobs associated with enterprise zone hiringitsenay be in excess of
56,000 for 2004 and total hiring credit costs f602 is estimated to be $300
million.
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o0 A definitive costs-benefits analysis cannot be doaeause of the limitations to
the tax-cost data. HCD indicates many vouchersgased outside of firms'
enterprise zone districts. This creates difficuttyaccurately measuring
employment impacts for each enterprise zone.

o Itis recommended that a centralized data collactistem be established which
is used by every enterprise zone when voucherirgres.

This report was prepared by Nonprofit Managememiti®ms and Tax Technology
Research, LLC, for the California Department of kiog and Economic Development

» Government Programs Can Improve Local Labor Market&vidence from State
Enterprise Zones, Federal Empowerment Zones and &@d Enterprise Communities
(November 2008, Revised March 2009)

o This is the first study to jointly look at the imgia of the State Enterprise Zones,
Federal Empowerment Zones and Federal Enterprise@mity programs on
local labor markets, allowing policy makers to cargthe impacts of these
programs.

o0 In this study, an estimation approach is usedighaalid under weaker
assumptions to measure the impact of all threerprog on the local labor
market, they considered three comparison groupsesnie data determine the
appropriate group.

o By looking at national effects with disaggregatedad the paper shows that State
Enterprise Zone designations generally have aipestfect on the local labor
market,

o0 while most previous research on State EnterpriseeZomuch of which used
more geographically aggregated data to look ag¢-specific effects, did not find
any significant impacts.

o All three programs have positive, statisticallyrsfigant, impacts on local labor
markets in terms of the unemployment rate, the gigvate, the fraction with
wage and salary income and employment. Furtherefiiects of the Federal
Empowerment Zone and the Federal Enterprise ContgnBnbograms are
considerably larger than the impacts of State pnt Zone Programs.

This study was prepared by University of Southeafif@nia.

» Do California's Enterprise Zones Create Job$2ed Kolko and David Neumark June
2009)

0 The California Enterprise Zone Program goals aracing jobs and businesses
and increasing local employment; improving welflaydowering poverty and
unemployment and raising incomes. The questiomgpert asks is "Does the
Enterprise Zone program increase employment?"
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o On average, enterprise zones have no effect ondssscreation or job growth.
Several findings and recommendations that may b&iLi; making enterprise
zones more effective in the future are also inaludéwo relatively small
recommendations are:

* Require that local zone administrators and applgcareate digitized maps
from their zones using geographic information syst¢GIS) software.

* Require that enterprise zones follow Census traghfaries.

o The program's effectiveness differs across zomgseaing to have a more
favorable effect on job creation in zones with dara@mployment shares in
manufacturing and in zones where the administraigpsrt greater marketing and
outreach activity.

o The report uses the U.S. Census and the Natiotablishment Time-Series
(NETS), as well as, other sources of data and ndsttmmeasure employment
within the enterprise zones for each year from 1&8@ugh 2004.

This report was prepared by the Public Policy tosti of California.
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Appendix E
California’s Geographically-Targeted
Economic Development Programs
Below is a list of the five major programs offeliadCalifornia to provide certain incentives
to encourage business attraction, retention, expaasid employment opportunities for

areas that are typically seen as economically dspre

Enterprise Zones (EZS)

The California Enterprise Zone Program came inisterce in 1984 with AB 514 (M.
Waters) Chapter 44, and AB 40 (Nolan) Chapter Bese two bills enacted the
Employment and Economic Incentive Act and the Enise Zone Act, respectively. These
two programs were later merged into the Enterm@rmse Employment Zone Program.

The intent of the program is to attract, retain ardand businesses, as well as increase
employment opportunities for unemployed and undeteyed individuals in economically
depressed areas of the State.

Initially, there were 10 enterprise zones and 3@m areas. Currently, there are 42
designated zones, all of which have an initial glesiion of 15 years. All of the pre-1990
enterprise zones have received 5-year extensiangjiy the life of the zone to 20 years.
Below is a partial listing of State Enterprise Zdmenefits:

 Hiring tax credits for hiring qualified employeeBirms can earn $31,544 or more in state
tax credits for each qualified employee hired

» Carry-forward of 100% of any net operating loss rhaycarried forward for 15 years
(suspended for tax years 2002 and 2003);

» Tax credits for sales tax paid on the purchasedigible machinery and parts on
purchases of $20 million per year;

» Up-front expensing of depreciable property Lendersusinesses in the zone may
receive a net interest deduction

» Unused tax credits can be applied to future taxsyead

» Enterprise Zone companies can earn preferencespminGtate contract.
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Local Agency Military Base Recovery Areas (LAMBRAS)

The Local Agency Military Base Recovery Areas (LARBs) program came into existence
in 1993 with AB 693 (Cannella) Chapter 1216. Logavernments applied to the Trade and
Commerce Agency for formation of LAMBRAS comprisiafjall or part of a military base
closed pursuant to the various base closure &ustently the Department of Housing and
Community Development (HCD) has ongoing responsjifibr the LAMBRA program.

The purpose of the legislation was to adopt theipnise Zone model to former military
base areas.

HCD is limited to designating eight LAMBRAS in tiséate and one per geographic region.
Each LAMBRA designation is good for a period oftdigears. The LAMBRASs will expire
between 2007 and 2012. Currently, the LAMBRAslacated in Alameda County, Merced
County, Solano County, Sacramento County, San Bdinm@aCounty, San Diego County,
and Orange County.

Below is a partial listing of State LAMBRA benetfits

* Up to 100% Net Operating Loss (NOL) carry-forwaDL may be carried over for a
period of 15 years;

» Firms can earn over $31,544 or more in State tedits for each qualified employee
hired, and up to $2,000,000 per firm per year;

» Corporations can earn sales tax credits on purshas®20,000,000 per year of qualified
machinery and parts;

» Expensing of certain depreciable property capp&#at000 annually; and

* Unused tax credits to be carried over and apptiddture tax years.

* In addition to tax credits, LAMBRA's have communitigentives as part of the business
attraction package. The incentives may includaugeof machinery tools, or office

equipment left behind by the military.

Los Angeles Revitalization Zone (LARZ)

The Los Angeles Revitalization Zone was createtB@2 with the enactment of AB 38
(Archie-Hudson) Chapter 17. The LARZ legislatioasrdesigned to assist Los Angeles
County recover from some of the effects of the 188@& and arson. The LARZ provided
various tax credits and certain other tax redustityat were largely modeled on the
Enterprise Zone program.

While the authority for LARZ has sunsetted, presgilgussued tax credits are still eligible to
be carried forward as if the program still existed.

Below is a partial listing of LARZ benefits:
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» Hiring credits for construction workers who areidests of the LARZ, equal to 100% of
the first 150% of minimum wage per hour for a pérad six months. The hiring credit
would be reduced to 75% for the next six monthswaodld fall to 50% for the next four
years;

» Hiring credits for other workers equal to that o&@ in Enterprise Zones;

» Sales tax credits similar to the credit availabl&nterprise Zones;

* Lender’s deduction similar to that available in &prise Zones;

* One-year depreciation benefit similar to that ald#é in Enterprise Zones; and

* Net-Operating Loss (NOL) similar to that availalvieenterprise Zones.

Manufacturing Enhancement Areas (MEAS)

The California Manufacturing Enhancement Areas veeeated in 1997 with SB 200 (Kelly)
Chapter 609. The MEA legislation requires the €radd Commerce Agency (currently
Housing and Community Development) to designateoupo “Manufacturing Enhancement
Areas” for certain impoverished communities.

The purpose of the MEA is to stimulate job creafiareas experiencing triple the average
of the State’s unemployment rate and located @& Environment Cooperation
Commission Region. Currently there are two MEAaleRico and Brawley, both of which
are located in Imperial County. These MEAs wilpag in 2012.

Below is a partial listing of MEA benefits:

» Streamlined local regulatory controls;

* Reduced local permitting fees; and

e Tax credits for hiring qualified employees, eligilib earn up to $29,234 in tax credits or
more.

Targeted Tax Area (TTA)

The California Targeted Tax Area (TTA) program cante existence in 1997 with AB 1217
(Bustamante) Chapter 602. The TTA legislation neguthe Trade and Commerce Agency
(currently the Department of Housing and Commubigyelopment) to designate at least
one “Targeted Tax Area” that gives certain busiass&rious tax incentives. The only
current State TTA is located in Tulare and it isigeated until 2013.

Below is a partial listing of State TTA benefits:

» Tax credits for sales and use taxes paid on camatchinery, machinery parts, and
equipment;
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» Tax credits for hiring qualified employees;
* Fifteen year Net Operating Loss (NOL) carry-forweaadd

» Accelerated expensing deduction.
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Appendix F

G-TEDA Incentives Offered in Other State: Level 10verview

The chart below provides a comparison of the dgffieincentives offered through state G-TEDA progsarStarting with the column on the far left, the
chart identifies each state and then provides aragpcolumn for different program categories.y8s will note, many states require businessesde pr
qualify and/or register with a government entitydoe receiving state benefits which likely has #fiect of providing the state with concise
information over which businesses are availing thelires of incentives. Many states also limit tiezentives to only certain types of businesses or
industry sectors, while others offer a broaderyaofancentives including property tax and buildiognstruction incentives.

Because each state has its own tax structure raishianited in its ability to represent the futhpact of an individual incentive. As an examgldiigh
property tax state may offer property tax reliefiile a state wanting to encourage manufacturing offey a robust sales tax rebate. In all the
available research, however, there does not appder a single state that offers any meaningfulleggry streamlining incentive. Perhaps this is an
area where California can differentiate itself.

The information for the charts was obtained throtighreview of a report presented by Dr. Charlesr&on at the August 18, 2009 legislative hearing

held by the Assembly Committee on Jobs, Economie@ment, and the Economy. Dr. Swenson is profemsd Leventhal Research Fellow at the
University of Southern California.

- DRAFT —
Comparison of Geographically-Targeted Economic Devepment Areas Across the United States
Requires | Eligibility Hiring Sales and| Property Income Tax | Building Training Employee- Other Incentives
Business| based on | Credit Use Tax Tax Credit or Construc- Related
es Pre- | Industry- Credit or Exemption tion or Incentives
Qualify Specific/ Exemp- on Certain Restora-
before or type of tion Level of New tion
receiving | Business Financial Incentive
benefits Investment S
Alabama X X X -- -- X X -- -- --
Arkansas X X X X -- -- -- -- -- --
Arizona X X X X -- -- -- -- --
California X -- X X X -- X Businesses in a G-TEDA can
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also receive local business
incentives.

D

°2

Colorado X -- X X X X X -- Businesses in a G-TEDA can
also receive an enhanced R&D
Credit and credit for donating ta
the administration of the G-
TEDA.

Connecticut X X -- -- X X X -- -- CN also has a Targeted
Investment Area with a separat
set of incentives. G-TEDA
benefits are also offered to
biotech firms located near a G-
TEDA or University

Delaware X X X -- -- X X -- -- The G-TEDA program provides
enhanced incentives based on
the core incentives in the state'
Targeted Industry Program.

Florida -- -- X X X -- X -- --

Georgia -- X X - -- X -- - - --

Hawaii -- X X X -- X X -- -- Businesses in a G-TEDA can
also receive local business
incentives.

lllinois -- -- X X X X -- -- -- No state taxes on dividenftem
corporations that do all their
business in a G-TEDA.
Businesses in a G-TEDA can
also receive a utility tax
exemption.

Indiana -- -- X -- -- X -- -- -- --

lowa X -- - X X X - X - Businesses in a G-TEDA receiy
double the value of the state's
R&D Credit.

Kentucky X X X -- -- X X -- -- --

Louisiana -- -- X X -- X -- -- -- --

Maine X X -- X X X -- -- -- Businesses in a G-TEDA can
also receive insurance premium
credits.

Maryland -- -- X -- X X -- -- -- --

Massachus- X -- -- -- X X -- -- -- Businesses in a G-TEDA can

etts also receive local tax incentiveg
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and a 5 to 20 year state tax
exemption.

Michigan - -- -~ - X X - - -- Businesses in a G-TEDA can
also receive a utility tax
exemption and local tax
exemptions.

Minnesota -- -- X X X X -- -- -- Businesses in a G-TEDA can
also receive income tax credit
against rental income, capital
gains, sale of business and
business income.

Mississippi -- X X -- -- X -- -- -- --

Missouri X X X -- -- X -- -- -- --

New X -- X - -- X X -- - -

Hampshire

New Jersey - -- X X - X - = -~ Qualified retailers in a GEDA
may charge 50% of state sales
tax on "in person" purchases.

New York - -- X X X X -- -- -- Businesses in a G-TEDA can
also receive a utility rate
reduction.

North - X X - -- X X -- - -

Carolina

North - -- -- - X X X - - --

Dakota

Ohio X -- X -- X X X X -- Businesses in a G-TEDA can
also receive a $300 credit or
actual reimbursement for
daycare services provided to
new employees.

Oklahoma -- X X -- X X X -- -- --

Oregon X X X - X X - - - Businesses in a G-TEDA can
also receive an enhanced
pollution control credit and
credit for taxes paid to tribal
governments.

Pennsylvani -- X X -- -- X -- -- -- --

a

Rhode X X X -~ -~ -~ - = -~ -

Island

XXVii




South X X
Carolina

X

Tennessee | Has no G-TEDA program specifically, but does alfawan enhanced hiring credit for businesses lacatelistressed areas.

Texas X X X X - X - -~ -~ Businesses in a G-TEDA can
also receive other incentives
offered by local governments.

Utah -- X X -- -- X X -- -- Business in a G-TEDA can als
receive a credit for funding a
community investment project.

Virginia - X - -- - - X - - Businesses in a G-TEDA may
receive grants of up to $800 pe
employee.

Washington X - X X - -- -- - - --

Wisconsin X - X -- -- -- - - X --

Contents were drawn from an August 18, 2009 prasientand report submitted to the JEDE Committe€bgrles Swenson, PhD, CPA, Professor and LeveRgsgarch

Fellow, University of Southern California
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Appendix G

G-TEDA Incentives Offered in Other State: Level 20verview

The chart below builds upon the information in gineceding chart by "drilling down" to look more sédy at how different states implement their
hiring credit incentives. As the chart will shawere is a wide array of possibilities for calcurlgtthe credit, which has the effect of makingifticult

to have a direct comparison. What is clear, howeaséhat states have uniquely designed theirnarog to meet a number of programmatic objectives.
As an example, some states have targeted theirgsmoip encourage the hiring of unemployed or diaathged individuals, while others have focused
on job creation. Some states have set basic #iligitequirements for accessing hiring credits arlders have not. It could be useful for policykers

to consider whether California's hiring credit yJuidvances the state's economic and workforce dewent priorities.

The information for the charts was obtained throtighreview of a report presented by Dr. Charlesr&on at the August 18, 2009 legislative hearing
held by the Assembly Committee on Jobs, Economie@ment, and the Economy. Dr. Swenson is profemsd Leventhal Research Fellow at the
University of Southern California

— DRAFT —
Comparison of Hiring Credit Provisions Among Geograhically-Targeted Economic Development Areas Acrosthe United States
Est. Eligibility Years Basis for Calculation of Award Requires Other Conditions of Provisions Related to the Hirirg
Max based on each Award Businesses Credit
Value Industry- | workers Pre-Qualify
per Specific/ can be before
employe | ortype of | claimed receiving
e* Business benefits
Alabama $2,500 Yes 5 years Increase (N80% in first year; 60% ir Yes At least 30% of new permanent employees waradlly
overall second year; 40% in employed for at least 90 days prior to employmeith the
number of | third; and 20% in fourth tax-payer. The business must retain the employeatfieast|
employees and fifth years nine months. The employers may not have closed or
reduced employment elsewhere in Alabama in order to
expand in the zone.
Arkansas 4% of Yes 5 years Increase in Varies from 1% of Yes Eligibility of credit is based on the size ggebgraphic
increased overall increased payroll for location of the business. The value of the crealites from
payroll number of | new employees of ove 1% of increased payroll for new employees over $1@% to
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employees $125,000 to 4% of 4% of payroll for new employees over $50,000.
payroll for new
employees of over
$50,000
Arizona $3,000 Yes 3 years Increase in ¥ of wages in first year| Yes No retroactive vouchering. Any unused cremi&y be
overall up to $500; 1/3 of wages carried forward 5 years. Eligible workers musiplaéd
number of in second year up to above a certain amount; all full time employeestmeseive
employees | $1,000; ¥ of wages in health care; and 30% of eligible employees mustilivthe
the third year up to 1,500 same county as the businesses.
California NA No 5 years New 50% of wages paid to Yes There are 13 categories of eligible employeeslits are
employees | qualified employee in limited to the value of wages up to 150% of minimwage;
that fit the first year; 40% in the credits may only be applied against the tax ligpditributed
within 13 second year; 30% in to zone where credit is earned; and workers musaire
specific third year; 20% in fourth employed for 120 days.
categories | year; and 10% in fifth
year. Wage level capped
at 150% of minimum
wage.
Colorado $2,000 No NA New Straight amount per Yes A $2,000 credit is offered for businessestietan an
employees employee enhanced G-TEDAs with a 7 year carry forward ag&@0
at new or credit for businesses located in a regular G-TED#h & 5
expanded year carry forward. Employers can get an extradg5edit
business for new jobs in agriculture processing and a $2@d@it for
facility each new employee that has a qualifying health giare
provided by the business.
Connecticut | No hiring credit offered in G-TEDA Program
Delaware $1,300 Yes Increase in  Earn $400 to $650 per Yes In order to be eligible for a credit the besis is required to
overall new employee per be in a targeted industry, to invest a minimum 20000 in
number of $100,000 invested. a new, or to expand their facility and hire a miaimof five
employees new employees. During first 10-years the creditsnot
exceed 50% of company’s tax liability.
Florida NA No 2 years New 45% of wages -- Credits can be claimed on eithebtisinesses' corporate t
employees or sales tax. Businesses where at lest 20% afwwekers

are residents of Florida are eligible to receivegher credit.
Higher credits are also available for hiring wedfar
recipients. All workers must be full time and remaith
the business at least 3 months. Qualified workamnot
have worked at the company for preceding 12 months.
Credits cannot be awarded for employees that aremy

partners, or stockholders.
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Georgia $17,500 Yes 5 years New | $3,500 for tier 1 business Yes An additional $500 credit can be earned fairsses that
employees that increases create or retain jobs based on the economic conditivhere
above the employment by 5; the business is located.
threshold $2,500 for a tier 2

business that increases
employment by 10;
$1,250 for a tier 3
business that increases
employment by at least
15; and $750 for a tier 4
business that increases
employment by 25
Hawaii Businesses that meet certain requirements ardeentiit a number of tax incentives which can berakeer 7 years. One of the requirements is tlabtlsiness
increase the overall number of employees. Busétesse required to complete initial applicationiémnonstrate they meet the threshold criteria befareiving
the full package of benefits.

lllinois $500 No -- New Straight credit -- New workers must meet oneheftivo categories:
employees dislocated worker or economically disadvantagedviddal.

Indiana $1,200 No 1 year New Lesser of 10% of -- Worker must live within the G-TEDA.
employees increased salary

expenses or $1,500 pef
number of new
employees

lowa No hiring credit offered in G-TEDA Program

Kentucky NA Yes 1 year New 4% loss wages from new yes Approved projects must generate at least 15alesvand
employees employees in an have a total capital investment of over $100,0BQsinesses

approved project are required to compensate workers above speaifitys
levels and new employees must be provided withfitene
equal to 15% of the county minimum hourly wage.

Louisiana $2,500 -- 1 year Increase in Straight credit -- To be eligible a business murst &t least 35% of new

overall workers from 1 of 4 targeted groups. Businessest argate
number of a minimum number of jobs and employee workers wanaeh
employees established residence in LA. Businesses are noired to
be located in a G-TEDA. Businesses in certain NACI
categories may receive double the value of thadicredit.
Maine No hiring credit offered in G-TEDA Program
Maryland $9,000 -- lor3 Increase in For disadvantaged -- The state offers a 1-year credit for creating f@bs and a 3
years overall individual: $3,000 first year credit for hiring an economically disadvantage
number of year; $2,000 second individual.

employees

year; a $1,000 third year.
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For a person in a focus
area: $4,500 in first
year; $3,000 in second
year; and $1,500 in thirg
year. For other new
hires: $1,000 for one-
time credit and $1,500 i

person is from focus are

Massachuse| No hiring credit offered in G-TEDA Program
tts
Michigan No hiring credit offered in G-TEDA Program
Minnesota | Prescribe -- Each Increase in | Credit is the 7% of the -- The state provides for a refundable credit; regueligible
d amount year overall lesser of: The total MN employees be paid a minimum of $30,000, based a
each year number of payroll, minus the prescribed annual minimum wage
(see employees number of FTEs
formula) employed in the zone, or
the adjusted G-TEDA
payroll adjusted to
exclude salaries in
excess of $100,000
Mississippi | $15,000 Yes 5 years Increase {n Based on the number of - Credits are not available to businesses thatenfimm
overall new jobs and the count another area of the state.
number of | the jobs are located: Tie
employees | 1 - $500 per year; Tier 2
at new or | -$1,000 per year; Tier 3
expanded - $2,000 per year
facility
Missouri $400 Yes NA Increase in| The base credit is $400,. Yes Eligibility is based on new, expanded, oraepH facilities,
overall An employer can receive having 2 new employees and making an investment of
number of | an additional $400 if the $100,000. The base credit is $400. An employemreaeive
employees | employee lives in the G an additional $400 if the employee lives in the BBA and
at new or | TEDA, and an additional additional $400 if the employee receives an entdnce
expanded $400 if the employee business wage.
facility receives an enhanced
business wage.
New NA Yes 5 years Expansion Maximum of 0.75% of 5 Yes In order to be eligible for the credit, thesimess must first
Hampshire of industrial- year payroll be designated by the community. Businesses mest al
or demonstrate a certain level of financial investrampart of
commercial- gaining a second specific development project amatdy
base the community. The credits are only availableffeeat tax
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liability derived from the five consecutive tax ydallowing
project approval.

New jersey $1,500 No 1 year New Straight Credit No The state provides for a $1,8@@lit for each new employe
Employees that resides in the G-TEDA, that was unemployedhat
was on public assistance immediately precedingeatirr
employment. Alternatively, a one-time credit of0$5s
offered for each new full time employee that doesnthe
criteria above.
New York $15,000 No 5 years Newly Straight Credit No The state provides a $3,00@itper year for targeted
Created Jobs groups and a $1,500 for other employees.
North $15,500 No Each Increase in Credit amount is No If the job is in certain targeted areas the itieah be
Carolina Year overall determined by location increased by $1,000 per job. If the new employeetm
number of of job. Tier 1 area certain demographic criteria the credit is increldsg
employees $12,500; Tier 2 area $2,000. Credits can be carried forward 5 yearaever,
$5,000; Tier 3 area $750 credits may not be claimed in any year that théness has
received notice of an overdue tax debt. In ofdea
business to be eligible for the credit, the averagge of full
time workers must meet certain specified levelsjiess
must offer health insurance to all full time empeyg and
pay 50% of cost for every year in which a creditl&med.
Further, the business may not have received amyfisant
environmental violations within the past five yearsany
"willful" or "failure to abate" serious OSHA violains in the
past three years.
North No hiring credit offered in G-TEDA Program
Dakota
Ohio NA No Each New Reduction in payroll Yes
Year employees | numerator of all wages --
paid to individuals hired
who meet one of five
disadvantaged categorigs
Oklahoma $1,000 Yes 1 Year Increase in $500 per employee per -- Businesses located in an G-TEDA are eligiblesteive
overall year and $1,000 per double the amount of the normal state Investmem/Bleb
number of employee that lives Tax Credit. Businesses may amend returns to gtaim
employees within a G-TEDA credits. Jobs must be full time in order to clairdits and
wages must be in excess of $7,000 in the yearahey
earned and in the following year.
Oregon NA Yes 1 Year Increase in 62.5% payroll and Yes The state uses the creation of a certain nuofbeew jobs
overall related taxes paid by the as a means for establishing eligibility for the yodiytax
number of firm credit.
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employees

Pennsylvani NA Yes NA Increase in NA -- Businesses must remain compliant with appliestate and
a overall local tax laws and building codes in order to claiadits.
number of
employees
Rhode $5,000 No 1 Year Increase in Credit based on 50% o Yes The businesses employment base must be indrbg 26
Island overall annual wages paid to with full time RI residents for the business todbigible for
number of new employees with a credits. Credits may be carried forward for ug3 tgears.
employees | maximum of $2,500 per
employees and 75% fo
workers who reside
within a G-TEDA for a
maximum of $5,000
South $8,000 Yes 5Years) Jobsatnew Credits range from Yes Counties are ranked according to their ecooomi
Carolina or expanded| $1,500 for a developed development conditions with less developed counties
facilities county to $8,000 for job receiving higher tax benefits. Credits are alsdestby size
in a distressed county. of business.
Tennessee $4,500 Yes 1 Year Net new| $2,000 net new jobs; -- The state has no G-TEDA program specificallyt, does
employee $4,500 for businesses allow for an enhanced hiring credit for businedeeated in
located in a distressed distressed areas. Businesses must create aPteastv jobs
county or a federal and make a required capital investment of at [$580,000.
empowerment zone
Texas NA Yes 1lYear New Based on 5% of wages Yes Businesses must be certified by the state ane &t least
employee paid to new employees 25% of the businesses new employees be economically
disadvantaged if the business is located in a GA'BDat
least 35% of the employees are economically disstdgad
if the business is located outside a G-TEDA. Tdielt
amount of credits may not exceed 50% of taxes oltieet
state. Jobs must also be permanent, full time jodg at
least 110% of the county average weekly wage, and b
covered by a group health benefit plan for whiah th
business pays 80% of the premium. Jobs may not be
transferred from another area of the state.
Utah $1,250 Yes 1 Year Increase in  $750 credit, plus $500 No Corporations are eligible for a $750 creditdéach new full-
overall for higher wage jobs time position that is filled for at least 6 month&n
number of additional $500 credit is allowed for each positibat pays
employees at least 125% of the county average wage per régpec

industry. A business can only claim a maximum@ha&w
employees per year and at least 51% of the empdayeist
be from the county where the G-TEDA is located.
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Virginia $4,000 Yes 5 Years Increase in Grants of $800 per yea No Businesses must create at least 4 new fulliie for a
overall for higher wage jobs and maximum of 350 eligible jobs per year. Jobs mast @ver
number of | $500 per year for lower| 200% of federal minimum wage and provide healthelfie
employees wage jobs can receive $800 rather than $500 per year.
Washington $4,000 Yes 1 Year Increasein  $4,000 or $2,000 Yes Eligible businesses must increase employmetbbot over
overall depending on wage previous year and new jobs must be maintainedtftarast
number of levels and $1,000 for 12 consecutive months.
employees certain employment
Wisconsin NA No 1 Year Increase in| Determine the increase Yes The tax credit is refundable. Businesses tatate from
payroll and | in G-TEDA payroll other areas of the state are not eligible for ¢sedi
workers | compared on the base Businesses must (a) offer wages and benefits dfasinalue

year payroll. Then

the number of people
employed as compared
to the base year. The
increase is multiplied by
$30,000. Thereisa 7%

employee-based increag
or the actual payroll

increase.

determine the increase in

credit on the lesser of the

at those offered outside the G-TEDA, (b) be a lssrthat
increases the number of jobs by 10%, or (c) besinbas
that makes a capital investment in property thatlsed at
least 10% of the businesses overall gross reverines.
addition to the credit described in column 6, theme
additional credits for businesses with 100% ofrtpeiyroll
in the G-TEDA and for businesses that upgrade werke
skills.

* These numbers are calculated using the estintatedmum value of the credit over the eligible tasfithe credit. For credits that are not basededrintreases in employees
rather than new jobs created, the number may berastimated. These numbers should be consideoad lestimations.

Contents were drawn from an August 18, 2009 prasientand report submitted to the JEDE Committe€bgrles Swenson, PhD, CPA, Professor and LeveRgsgarch
Fellow, University of Southern California
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Appendix H-
Agenda from August 18, 2009 Legislative Hearing

California Enterprise Zone Program:
A Review and Analysis

Tuesday, August 18, 2009, from 8:30 a.m. to Noon
California State Capitol, Room 126

AGENDA

This is the first in a series of hearings beingdhay the Assembly Committee on Jobs,
Economic Development, and the Economy on the @ailf&nterprise Zone Program and
other geographically- targeted economic developraeed (G-TEDA) programs.
Collectively, the G-TEDA programs represent onthefstate's primary economic and
workforce development initiatives.

In this hearing, presentations will provide an oxiew of the G-TEDA programs, review the
implementation of the 2006 reforms, and addres&tfeetiveness of the G-TEDA programs
in bringing about positive change in Californiasomomically disadvantaged communities.

Welcome, Introductions and Opening Statements

Chairman Pérez and Members of the Assembly Conenaittddobs, Economic
Development, and the Economy will give openingestahts and frame the key issues to
be examined during the hearing.

. Overview of the California Enterprise Zone Program

* Lynn JacobsDirector, Department of Housing and Community Depment
» Craig Johnson,President California Association of Enterprise Zones
» Jean RossExecutive DirectorCalifornia Budget Project

The G-TEDA programs were established over two desado. Prior to the 2005-2006
joint hearings by the JEDE and Assembly Revenuelardtion Committee and the
enactment of AB 1550 (Chapter 718, Statutes of 2006 program had limited
oversight. During this panel, presenters have besked to provide an overview of the
programs and to give specific details on how thegpams are administered, monitored,
and evaluated. At the close of the panel, presentdl be asked to define the qualities
of a successful economic and workforce progranufwterserved areas and recommend
a realistic and cost-effective evaluation processehsuring public moneys are well
spent.
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VI.

Business Activity within G-TEDAs

* Charles SwensorRrofessor University of Southern California

» Jed Kolko,Associate DirectgrPublic Policy Institute of California

» Enita Elphick, President, Unity Forest Products, located in Yulbty Enterprise
Zone

* Lenny GoldbergDirector, California Tax Reform Association

» Chris Micheli, representing the Aerospace Industry

Statute provides legislative intent that clearlgtet that the purpose of the enterprise
zone program is to “stimulate business and indasgrowth in depressed areas of the
State.” Presentations during this panel will dissinow the G-TEDA programs are used
or could be better used to meet this statutoryninte

. Economic and Workforce Development in G-TEDA's

» Clifford Weiss,Deputy Director for Economic Development, City oflAngeles
» Timothy Kelley,President of Imperial Valley Economic DevelopmeottgOration
and past Chair of local workforce investment board
» Barry Broad, Legislative Advocaténternational Longshore and Warehouse Union
* Sunaena ChhatrySenior Policy Associate, EARN
» Shawn GuttersenVice President, BLT Enterprises

The G-TEDA programs operate within a larger ecormamd workforce development
network. Presentations during this panel will gresinformation on how these
programs are used as part of the larger economietigpment strategy and what
improvements could be made to provide stronger aamtypndevelopment support.
Public Comment

Anyone interested in addressing the Committee mgayup to speak during the public
comment period. A sign-up sheet is located ab#uk of the hearing room.

Summation of Key Concepts and Closing Remark& minutes)

Assembly Memberwill highlight key issues and provide recommeratation further
actions by the Assembly Committee on Jobs, Ecoridevielopment, and the Economy.
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Appendix |

Summary August 18, 2009 Legislative Hearing

This is the first in a series of hearings beingih®l the Assembly Committee on Jobs,
Economic Development, and the Economy on the GaldcEnterprise Zone Program and
other geographically- targeted economic developrassd (G-TEDA) programs.
Collectively, the G-TEDA programs represent ong¢hefstate's primary economic and
workforce development initiatives.

In this hearing, presentations provided an ovenoétine G-TEDA programs, reviewed the
implementation of the 2006 reforms, and addredse@ffectiveness of the G-TEDA
programs in bringing about positive change in @afifa's economically disadvantaged
communities.

The committee heard from three panels of withessdsding the Director of the California
Department of Housing and Community Developmemagentatives from several
enterprise zone organizations the Director of théf@nia Budget Project, the Director of
the California Tax Reform Association, represemtsifrom labor organizations and
business owners located in G-TEDAs.

After a review of the programs and specific detaiishow the programs were administered,
monitored, and/or evaluated, the presenters beiganssing how the G-TEDA programs can
serve as a cornerstone and lifeline to Califormisiiess during the state's current economic
recession. While most presenters agreed that{hEQA programs could be improved,
many also stated that there has not been enoughtairlow for the 2006 reforms relating to
oversight and accountability to show positive ogatese outcomes.

Concern was also raised by several presenterthin&@-TEDA program had failed to meet
its statutory mandate and was basically a formogbarate welfare. Further, presenters
noted that California’s lack of a comprehensiveneauic development strategy should be a
first priority, otherwise changes to the state'$EDA programs would not be fully realized.

The committee heard a healthy debate by two ecatemwino presented on their studies of
the G-TEDA programs. One of the studies was nationscope and found that in areas
where enterprise zones were in effect there wag% Becrease in unemployment, 5%
decrease in poverty and a 2% increase in the wagysaary rates. The second study was
California-based and addressed the question ofhehenterprise zones create jobs. This
second study found, conflicting results to thetfateidy, that there was no meaningful
difference in job creation inside or outside theeoAlso under discussion, was the different
data used and how it affected the outcomes in $toithes.

Over the course of the hearing, presenters alsnisied the broad range of incentives and
benefits offered to businesses in G-TEDAs. Exampfancentives discussed included
credits to make it more attractive to loan fundsrall businesses, priority training for
unemployed workers residing in zones, and hirireglits to encourage businesses to hired
certain disadvantaged individuals. For example répresentative from the City of Los
Angeles testified on their program to offer a 359%cwic rate reduction and provide a waiver
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for permit fees for businesses located in a G-TER#&cording to other local government
practioners, many G-TEDAs also have active marggiimgrams to promote businesses in
the zone, work with the local one-stop job placenudiices and provide loans to small
businesses.

The hearing concluded with a discussion on seexamples of new job creation and
expansion programs. More than once, the statewehtnade that businesses actively seek
out zone designations in which to locate, hopingvail themselves of all of the benefits
offered to help them become more competitive inntgional and international market place.

Presenters made a number of proposals for impratimgrograms. The list below contains
a few highlights. For a full list, refer typpendix lof the enterprise zone white paper.

* Eliminate the apportionment formula under the lgronedit;

* Expand the net interest deduction;

* Incentivize real estate development;

* Delete cap on qualifying equipment purchases.

» Eliminate the targeted tax area,

* Remove the ability to retroactively voucher emplkey@é the hiring credit

* Narrow the designation criteria to only allow th@seas with the highest
unemployment to qualify for zone designation.

The committee produced a report which providesrestte detail for the hearing's subject
matter. This report can be found on the State rAbbgs website alvww.assembly.ca.gov
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Appendix J

Summary List of Reform Issues

This appendix includes a summary of recommendatidim® recommendations are organized under fivgokdéigy areas relating to
the Committee's initial assessment of the program.

Inclusion on this list does not connote either suppr opposition from the Members of Legislatufiée list is being compiled to
assist the Committee in providing as transpargualiay making process as reasonably possible.

The list will be updated after each hearing. Cepitthe list are available through the JEDE Ofit®16-319-2090 and on the JEDE
website atvww.assembly.ca.gov

Proposed Title Proposed Provision Source

1. Program Purpose In the statutory intent of the program consisten with actual structure and incentives of the
program? What should be the intent of the /G-TEDAprograms? What is the purpose of the programs inelation to
California's overall economic development policy?

Connection to The enterprise zone program should be a promiremip California's overall economic and
1.1 Statewide Polic workforce development plans including Californi@tsategic Plan for federal Workforce JEDE Committee
Y| Investment Act funds and the state Economic Deveatag Strategy.
12 Connection to Local | Require G-TEDAS to biennially demonstrate howitipgogram fits within the broader local JEDE Committee
' Policy economic and workforce development plan.
. . . . Testimony before
1.3 Job Creation The purpose of the G-TEDA prograinasild be more directly focused on job creation. JEDE 9/18/09
. . : . _— Testimony before
1.4 Job Retention The purpose of the G-TEDA prograhould be to retain jobs in lower-income commesit JEDE 9/18/09
15 Economic The purpose of the G-TEDA programs should be tp lwlier-income communities attract Testimony before
' Competitiveness | businesses and be competitive with other statesaunutries. JEDE 9/18/09
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Proposed Title

Proposed Provision

Source

1.6

Anti-poverty Progran

The purpose of the G-TEDA programs should be toemidpoverty through local business
development.

Testimony before
JEDE 9/18/09

1.7

At-Risk Workers

The purpose of the G-TEDA progs should be to help those workers who are mastéal.

Testimony before
JEDE 9/18/09

2. Program Structure: How long should individual G-TEDAs be designated Should the overall G-TEDA program have

a sunset? How can G-TEDAs be more closely linked jobs and business growth in the community? Whatommunities
should be targeted for G-TEDA benefits? Do G-TEDAsieed more technical assistance? What should beetpriorities

for awarding designations?

2005/2006 Assembly
2.1 | Reduce Termof EZ$ Limit the term of EZs to sthing less than 15 years. Hearings and
Meetings
- . . Labor Communit
2.2 Sunset G-TEDA Sunset the authority to authorize new G-TEDAs. unity
Program
Reduce number of Testimony before
2.3 Zones Reduce the overall number of zones. JEDE 9/18/09
24 Reduce the Size of | Set a limit on the size of an individual zone. 1@uat zones are too big so the limit should be | Testimony before
' Zones something less than the current size of zones. JEDE 9/18/09
o5 Remove Successful| Establish a process for removing areas from a GAHiat have demonstrated certain levels of Testimony before
' Areas from Zones | success. Areas that are still struggling wouldai@nn the program for the full term. JEDE 9/18/09
Expand the number of ways a geographic area cdifygfiza enterprise zone designation by (1)
Expand Zone allowmg areas with low c_ountyW|de unemploymentadas well as the existing requirement of SB 1008 and AB 1766
2.6 : ; . .| statewide data, (2) allowing census tract leveh dat school lunch program participation as well .
Designation Criteria L : ; ) . ' ) from 2005-06 Session
as the existing countywide requirement, (3) essabliew criteria for areas with a history of gang
related activity and industry restructuring wittgagve long-term impacts.
- - S . . . . 2005/2006 Assembly
Limit Zone Eliminate the three separate sets of eligibilifyecia for enterprise designation and, instead, ;
2.7 . . oo . . T L Hearings and
Designation Criteria | establish a single set of eligibility criteria. >
Meetings
. . . . . 2005/2006 Assembly
28 GIS Mapping Requwe.zqnes to provide key GIS information fa furpose of compiling a state GIS map of Hearings and
economic incentive areas. Meetings
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Proposed Title

Proposed Provision

Source

Local Governments

Require local governments to cover a certain pomibthe costs of tax credits awarded to

Testimony before

2.9 | Pay Portion O.f State businesses within a zone. JEDE 9/18/09
Tax Credits
Business Map of | Require each G-TEDA, within one year of designattoridentify businesses within their 2005/2096 Assembly
2.10 T . ; . . ) Hearings and
Zone jurisdiction as a foundation for implementing theaonomic strategy. Meetings
Increase Poverty Change the definition of a "targeted employmen&‘ate require TEAs to be composed L
Threshold for . ; . SB 1008 and AB 1766
2.11 exclusively of census block groups having 61 pdroegreater low- or moderate-income levels .
Targeted Employment from 2005-06 Session
rather than 51 percent or greater.
Areas
3.12 Eliminate Targeted Eliminate Targeted Employment Areas. AB 1139 current
Employment Areas session
Re.flne Cnterla for Modify the designation criteria for targeted empitmnt areas from being based on census tra¢ts Testimony before
3.13 [ Designating Targeteq
to census blocks. JEDE 9/18/09
Employment Area
Eliminate LAMBRA Eliminate the back-test on LAMBRAS for creating $odnd instead require a comprehensive
.| economic development strategy, tangibly relatetthéocommunities overall economic AB 597 from 2007-08
2.14 | Back-test for Creating .
development strategy. Session
Jobs
3. Incentives Do the incentives support the overall program gals? Are incentives supportive of emerging technogies

and innovation? Is the program part of the communiies' broader economic development strategy? Aréne existing state
incentives being administered properly? What stat@bjective(s) does or should the hiring credit me&tWhich prospective

employees should be targeted? Are there incentivésat should be added or taken away?

Equalize the Value of Replace the voucher apportionment schedule frolidiag scale from 50 to 10 percent over 5 2005/2096 Assembly
3.1 i . . Hearings and
the Hiring Credit | years to a single flat rate for each year. >
Meetings
Pre-Certify 2005/2006 Assembly
3.2 Require zones to offer "pre-certification" prografmseligible employees. Hearings and
Employees Meetings
3.3 Veterans Definition | Expand the veteran eligipiio include anyone who has been dischargedleased under SB 1008 and AB 1766
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Proposed Title Proposed Provision Source
conditions other than dishonorable. from 2005-06 Session
Emblovers Self 2005/2006 Assembly
3.4 Fé:e)r/tif Authorize employers to self-certify hiring credadwuchers. Hearings and
y Meetings
35 Update Code Delete obsolete references to the federal GAINJAMA and replace with CalWORKS and AB 1139 current
' References Workforce Investment Act. session
38 Two-Tier Hiring Establish a two-tier hiring credit that provideBigher credit for new jobs that provide certain AB 1139 current
' Credit benefits and a lower credit for jobs without. session
3.9 Limit L0.0k Back Limit the look back period for vouchering an emmeyunder the hiring credit. AB 1139_Current
Period 1 session
3.10 L'mlltalé(r)iglé Igack Reduce the value of a hiring credit that is clairoacan amended return. Labor Community
Limit Look Back Authorize small business to have an extended perfitiche to retro vouchers, but require mid- Mod!ﬂed from
311 Period 3 and large-size businesses to voucher within 6 nsooitthe employee being hired Testimony before
9 ploy g hired. JEDE 9/18/09
EI|m|nate_Tax Credit Eliminate the apportionment formula in the hiringlasales tax credits. At a minimum, allow the Business Community
3.12 Apportionment . . L
credits to be used to offset income and tax ligbiti other EZs.
Formula 1
EI|m|nate.Tax Credit Allow the hiring and sales tax credits earned ®anltech and renewable energy companies tq be AB 1159 current
3.13 Apportionment ; L session
used to offset income and tax liability in others£Z
Formula 2
314 Stop Supporting In- | Prohibit businesses from earning hiring credithéy have relocated from within the same region, Research on other
' Region Relocations | i.e. within 100 miles. States
315 Cap on New Hire | Place a numeric cap on the total number of newdngdits which can be earned in any one year Labor Community
' Credits and/over the life of the G-TEDA designation.
. . . . . . AB 2502 from the
3.16| Transfer of Credits| Authorize small businedsasse credits against any state taxes owed, @dirgjyproperty tax. 2005/2006
3.17 Check on Employee| Require employers to report to the G-TEDA when achered employee leaves the employment.abor Community
' Turn Over of the business.
Increase Real Increase the real property expense deduction fi@noe 40 percent of the cost of qualified SB 1008 and AB 1766
3.18 : .
Property Expensing| property. from 2005-06 Session
3.19 Eliminate NOL Eliminate the apportionment fatenin the net operating loss (NOL) deduction. Tdrenula Business Community|
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Proposed Title

Proposed Provision

Source

Apportionment
Formula

discriminates between similarly situated taxpayers has no impact at all on those located so
within one EZ.

ely

Extend the period of time the net operating losdfsinesses may be claimed from 15 to 17

SB 1008 and AB 1766

3:20|  Net Operating Loss years. from 2005-06 Session
Expand the net interest deduction (NID) to elimintite “located solely within an EZ” language| Business Community
301 Expand Net Interest| so that lenders can provide funds to multi-zoneleygss and employers in and out of EZs.
' Deduction Current law limits the businesses to only thosated solely within an EZ to qualify a lender fo
the NID. This is a significant impediment to lersland businesses.
Increase Emplovee Increase the amount of the one-time employee &ditcof $525 to $1,500 per employee. It has Business Community
3.22 ploy not been changed since first enacted. This istihedirect benefit to the employee. All other EZ
Tax Credit . : .
benefits accrue to the business itself.
Create New Real Business Community
3.23| Property Purchase | Create a tax credit for real property and builddogchases.
Credit
Change the sales/use tax credit to a sales/usxémption for equipment used in EZs. The Business Community
equipment includes manufacturing, assembly, pollutiontrol, and energy conservation
3.24 Expar_:_clu(silrzzi?nd Us eequipment. This change would help start-up buse®essparticular by no longer forcing them to
overpay for much needed equipment and then waltthgnonths for the income tax offset.
Equalize the amount of the cap on qualifying eq@ptmpurchases for the sales tax credit to $20Business Community
. million regardless of the taxpayer’s entity. Undarrent law, entities taxed under the personal
Equalize capon | . ; . o . . ;
3.25 equipment burchase NEOMe tax law can only qualify the first $1 milian purchases, while corporations can qualify
quip P the first $20 million in equipment purchases. Thigors one type of entity structure over others.
Tax Incentive 2005/2006 Assembly
3.26 . Create a statewide marketing program for all G-TEDA Hearings and
Marketing Program Meeti
eetings
Expand Incentives tg Review the existing incentives and assess wheltiegrdan reasonably be used to help retain Testimony before
3.27 Better Support .
. businesses. JEDE 9/18/09
Retention
Living Wage Testimony before
3.28 Eligibility Limit tax incentives to only those businesses feat "living wages." y
. JEDE 9/18/09
Requirement
3.29 Prohibit Contingency Prohibit businesses from paying tax consultanta oantingent basis for G-TEDA credits. Labor Comityun

Fee Arrangements
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Proposed Title

Proposed Provision

Source

4. Oversight Are G-TEDAs properly accountable to their localgovernment(s) and the state? Are the activities @-
TEDAs sufficiently monitored to ensure the public § receiving its return on investment? Does the cuent dedesignation

process ensure accountability?

Recalibrate N : | 2005/2006 Assembly
a1 LAMBRA Start the cloc_k_ on the LAMBRA designation, on thetfday that the community has control OV('rHearings and
: . the closed military base. .
Designation Terms Meetings
42 Combine related GT{ Combine related authorities, responsibilities, @ndprovisions to improve oversight and AB 1395 from the
' EDA Provisions monitoring. 2005/2006 Session
43 Lender Tax Credit Require lenders v_er_lfy and document that proceeas foans made to taxpayers in the enterpr|s8B 1008 and AB 17_6()
zone are spent within the zone. from 2005-06 Session
2005/2006 Assembly
4.4 EZ Bank Credits Limit EZ bank tax credits tdyotihose loans that meet federal CRA requirements. Hearings and
Meetings
4.5 Business Reporting| Require businesses thdZisecentives to report annually to zones. AB 13163895i((:)lr11rrent
46 No Eorm No Credit Prohibit a business from claiming a G-TEDA creHattdoes not also file a completed FTB tax JEDE Committee

form. Technical, nonsubstantive omissions do riggér the disqualification.

5. Evaluation Do the G-TEDA programs meet the purposes of thprogram? Are the G-TEDA programs the best use of
state resources? Do G-TEDAs provide valuable busiss assistance? Are communities with G-TEDASs betteff than
communities without? How worker friendly are G-TEDAs? How business friendly are G-TEDAsS? Is thereudficient
knowledge about where G-TEDA incentives are beingsed and the public and private benefits achieved?

Tax Expenditure | Require all tax expenditures attributed to G-TER@be annually posted on the FTB website, 2005./2006 Assembly
5.1 . . o . ) . . Hearings and
Report including the type of credit, size of business, astimated private investment leveraged. Meetings
Require the Legislature to comprehensively reviesvG-TEDA programs at least every 10 yeardodification of
Condition the continuation of designating new zomesn affirmative vote of the Legislature. | Testimony before
59 10-Year Legislative | This would mean that existing zones would contiang their initial term was completed. JEDE 9/18/09

Review

Alternatively, the zones could be dedesignatedbainesses that had previously applied for
incentives could continue for the full term of théial designation, but other businesses would
prohibited in accessing the incentives after depedion.

be
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Proposed Title

Proposed Provision

Source

5.3

Expand Zone
Reporting

Require G-TEDAs to report key local economic stassto allow for cost-effective oversight of
the program's impact on the community. This infation would be reported every two years a
part the G-TEDAS' existing report to HCD.

Modification of
5 Testimony before
JEDE 9/18/09
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